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1.0 Introduction: 

The concept of strategy is central to understanding the process of 

strategic management. The term strategy is derived from the Greek 

word strategos , which means generalship- actual direct ion of  

mili tary force as distinct from the policy governing its deployment. 
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Therefore, the word strategy l i teral ly means the art of the general. 

In business parlance, there is no defini te meaning assigned to 

strategy and i t is often used loosely to mean a number of things. In 

the competit ive times, the business managers have to understand 

the concept of strategy and master the art and science of translating 

it into the actual practice. 

2.0   Lesson Objectives: 

This chapter makes you famil iar with the concepts of strategy, 

strategic planning process and strategic decision making. 

3.0   Presentation of contents: 

3.1 Introduction to Strategy: 

Management is an art as wel l as science. Many of the concepts 

used in building management theory have been derived from 

practice. Unlike the pure sciences which have thei r foundation in 

experimental research, management studies draw upon the practical  

experiences of managers in defining concepts. Business policy is 

rooted in the practice of management and has passed through 

di f ferent phases before taking i ts shape in the present form of 

strategic management. 

As early as 1960’s, attempts have been made for a comprehensive 

analysis of interrelationships among environment, strategy and 
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organizational structure. An early attempt was made by Chandler in 

1962, who analysed the history of organizational change in 70 

manufacturing f irms in the US. While doing so, he defined strategy 

as; the determination of the basic long-term goals and objectives of 

an enterprise and the adoption of the courses of action and the 

al location of resources necessary for carrying out these goals. 

Another Harvard management guru, Kenneth Andrews, who 

developed the subject of business pol icy through the case study 

method, defined strategies as the pattern of objectives, purpose, 

goals and the major policies and plans for achieving these goals 

stated in such a way so as to define what business the company is 

in or is to be and the kind of company it  is or is to be. 

Igor Ansoff, a well known authori ty in the f ield of strategic 

management defines the strategy as the common thread among the 

organisation’s activi t ies and product markets that defines the 

essential  nature of business that the organizat ion was or planned to 

be in future. 

Michael Porter of the Harvard Business School has made invaluable 

contributions to the development of the concept of strategy. His 

ideas on competit ive advantage, the f ive-forces model, generic 

strategies and value chain are quite popular. He opines that the 

core of general management is strategy, which he elaborates as 
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developing and communicating the company’s unique posit ion 

making tradeoffs and f i t among activit ies. 

Strategic posit ion is based on customers’ needs, customers’ 

accessibi l i ty or the variety of company’s products and services. A 

company’s unique posit ion relates to choosing activi t ies in dif ferent 

ways. However a sustainable strategic posit ion requi res a trade-off 

when activit ies in different ways that f irm performs are incompatible. 

Synthesizing the above discussion, i t can be observed that the 

concept of strategy encompasses the fol lowing characteristics: 

i) A plan or course of action or a set of decision rules forming 

a pattern or creating a common thread. 

i i) Pattern or common thread related to the organisation’s 

activi t ies which are derived from it policies, objectives and goals, 

i i i ) Related to pursuing those activit ies which move an 

organization from its current posit ion to a desi red future state, 

iv) Concerned with the resources necessary for implementing a 

plan or fol lowing a  course of action and  

v) Connected to the strategic posi t ioning of a f irm making 

trade-offs between its di fferent activi t ies and creating a f i t among 

these activit ies. 
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3.2 Strategic Decision making: 

Decision –making is most important function of any manager. 

Strategic decision making is the prominent task of the senior 

management. Both kinds of decision making are essential ly the 

same. The di f ference l ies in the levels at which they operate. While 

decision making pertains to al l  managerial functions, strategic 

decision-making largely relates to the responsibi l i t ies of the senior 

management. 

Conventional Decision-making: 

Most people agree that decision making is the process of selecting a 

course of action from among many al ternatives. The process works 

somewhat l ike this: 

  Objectives to be achieved are determined 

  Alternatives ways of achieving the objectives are  

identif ied 

  Each al ternatives is evaluated in terms of i ts objectives- 

achieving abi l i ty  

  The best alternative is chosen 

The end result of above process is a decision or asset of decisions 

to be implemented. Such a process of decision-making is 
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deceptively simple. In practice, decision-making is a highly complex 

phenomenon. The f i rst set of problems encountered in decision-

making is related to objective setting. Second, the identif ication of 

al ternatives is a di ff icult task. How to test the object ive-achieving 

abil i ty to each alternatives is easier said than done, and lastly 

choosing the best alternative is a formidable task too. 

In the process of strategic management the basic thrust of strategic 

decision making is to make a choice regarding the courses of action 

to adopt. Thus, most aspects of strategy formulation rest on the 

strategic decision making. The fundamental strategic decision 

relates to the choice of mission. In other words, the answer to 

question-what is our business? What wil l  i t  be? And what should it 

be? are the basic concerns in strategic management. With regard to 

objective setting, the senior management is faced with alternatives 

regarding the dif ferent yardsticks to measure performance. Finally at 

the level of choosing a strategy, the senior management chooses 

from a number of strategic alternatives in order to adopt one 

specif ic of action which would make the company achieve i ts 

objectives and real ize its mission. 

A part from the fundamental decisional choice as pointed above, 

there are numerous occasions when the senior management has to 

make important strategic decisions. 
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3.3 Issues in Strategic Decision-making: 

As strategic decision making is a complex process, i t is dif f icult to 

perform. It is incomprehensible; i t cannot be analysed and explain 

easily. Decision makers are unable to describe the exact manner in 

which strategic decision are made. Like the working of  the human 

mind, strategic decision making is fathomless. And rightly so for i t is 

based on complex mental processes which are not exposed to the 

view. While commenting on the nature of strategic decision making 

Henry Mintzberg says that the key managerial processes are 

enormously complex and mysterious, drawing on the vaguest of  

information and using the least articulated of mental  processes. 

These processes seem to be more relational and holistic than 

ordered and sequential and more intui t ive than intel lectual.  

For these reasons, no theoretical model , however painstakingly 

formulated can adequately represent the different dimensions of the 

process of strategic decision making. Some issues are as fol lows: 

3.4 Criteria for decision-making: 

The process of decision making requires objective setting. These 

objectives as those serve as yardsticks to measure the eff iciency 

and effectiveness of the decision-making process. In this way 
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objectives serve as the criteria for decision making. There are three 

major viewpoints regarding setting cri teria for decision making: 

The f irst is the concept of maximization.  

The second view is based on the concept of satisficing.  

The third viewpoint is that of the concept of incrementalism.  

Rationality in decision-making: 

In the context of strategic decision making, rationality means 

exercising a choice from among various alternatives courses of  

action in such a way that i t may lead to the achievement of the 

objectives in the best possible manner. Those economists who 

support the maximizing criterion consider a decision to be rational i f 

i t  leads to prof it maximization Behaviourists , who are proponents of 

the satisfying concept, believe that rationali ty takes into account the 

constraints under which a decision maker operates. Incrementalists 

are of the opinion that the achievement of objectives depends on the 

bargaining process between dif ferent interested coal it ion groups 

existing in an organisation, and therefore a rational decision making 

process should take al l  these interests into considerat ion. 
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Creativity in decision making: 

To be creative a decision must be original and dif ferent. A creative 

strategic decision making process may considerably affect the 

search for alternatives where novel and untired means may be 

looked for and adopted to achieve objectives in an exceptional 

manner. 

Variability in decision-making: 

It is common observation that given an identical set conditions two 

decision-makers may reach total ly dif ferent conclusions. This often 

happens during case discussions too. A case may be analysed 

di f ferently by individuals in a group of learners and depending on 

the dif ferent perceptions of the problem and i ts solutions they may 

arrive at dif ferent conclusions. 

Person-related factors in decision making: 

There are a host of person related factors that play a role in 

decision making. Some of these are age, education, intel l igence, 

personal values, cognitive styles, risk taking abil i ty and creativi ty. 

Attributes l ike age, knowledge, intel l igence, risk-taking abil i ty, and 

creativity. 
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Individual versus group decision making: 

Owing to person related factors there are individual dif ferences 

among decision-makers. These dif ferences matter in strategic 

decision-making. An organization as it possesses special 

characteristics operates in a unique environment are in vantage 

posit ion to undertake strategic decision making. Individuals such as 

chief executives or entrepreneurs play the most important role as 

strategic decision makers. But as organizations become bigger and 

more complex and face an increasingly turbulent environment, 

individuals come together in groups for the purpose of strategic 

decision making. We wil l be referring to many such groups when we 

deal with the role of strategist.  Strategic decision making leads to 

the formation of strategies. 

3.5 Process of Strategic Management: 

There are also differences of opinion regarding the phases of  

strategic management process and the elements they contain. The 

process and elements of strategic decision making are explained in 

the fol lowing discussion. 

Elements in Strategic Management Process: 

Each phase of the strategic management process consists of a 

number of elements which are discrete and identif iable activit ies 
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performed in logical and sequential steps. As many as twenty 

di f ferent elements could be identif ied in the models vided by various 

authors. 

1) Establishing the hierarchy of strategic intent: 

a) Creating and communicating a vision 

b) Designing a mission statement 

c) Defining the business 

d) Setting objectives 

2) Formulation of Strategies 

a) Performance environmental appraisal 

b) Doing organizational appraisal 

c) Considering corporate-level strategies 

d) Considering business-level strategies 

e) Undertaking strategic Analysis 

f) Exercising strategic choice 

g) Formulating strategies 

h) Preparing a strategic plan 

3) Implementation of Strategies: 

a) Activat ing strategies 

b) Designing structure and systems 
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c) Managing behavioural implementation 

d) Managing functional implementation 

e) Operationalising strategies 

4) Performing strategic evaluation and control 

a) Performance strategic evaluation 

b) Exercising strategic control  

c) Reformulating strategies 

Exhinit 1.1 Model of the Strategic Management Process: 

             Establishing Strategic intent 

Vision, mission, business defini t ion, and 

objectives 

                  Formulation of Strategies 

Environmental  Appraisal  and 

Organisational Appraisal  

                  Strategy Implementation 

Project, procedural , Resource Al location 

                      Strategic Evaluation 
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The process of strategic management is depicted through a model 

which consists of dif ferent phases, each phase having a number of 

elements. As we said earl ier, most authors agree on dividing the 

strategic management process into four phases consisting of 20 

elements. 

1. The hierarchy of strategic intent lays the foundation for 

strategic management of  any organization. In this 

hierarchy, the vision, mission , business defini t ion, and 

objectives are established. The strategic intent makes 

clear what an organization stands for. The element of 

vision in the hierarchy of strategic intent serves the 

purpose of stat ing what an organization wishes to 

achieve in the long run. The mission relates an 

organisation to society. The business definit ion explains 

the businesses of an organization in terms of customer 

needs, customer groups and alternative technologies.  

2. Environmental and organizational appraisal  helps to f ind 

out the opportuni t ies and threats operating in the 

environmental and the strengths and weaknesses of an 

organization in order to create a match between them. In 

such a manner opportunit ies could be avai led of and the 

impact of threats neutral ized in order to capital ize on 
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the organizational strengths and minimize the 

weaknesses. 

3. Strategic alternatives and choices are required for 

evolving alternatives strategies out of  the many possible 

options, and choosing the most appropriate strategy or 

strategies in the l ight of environmental opportunit ies and 

threats and corporate strengths and weaknesses.  

Strategies are chosen at corporate level and business 

level. 

4. For the implementation of a strategy the strategic plan is 

put into action through six sub-processes: project 

implementation, procedural implementation, resource 

al location. Project implementat ion deals with setting up 

the organization. Procedural implementation deals with 

dif ferent aspects of the regulatory framework within 

which Indian organisation have to operate. Resource 

al location relates to the procurement and commitment of 

resources of implementation. 

5. The last phase of strategic evaluation appraises the 

implementation of strategies and measures 

organizational performance. The feedback from strategic 

evaluation is meant to exercise strategic control over 
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the strategic management process. Strategies may be 

formulated if  necessary. 

4.0 Summary 

The above discussion defines the term strategy and explains various 

issues, criteria and the process related to i t. We have also 

compared the conventional and strategic decision making and 

i l lustrated how complex the latter form of decision making is. The 

strategic decision making entai ls six vital issues that need to be 

addressed to. These issues are: criteria, rationality, creativi ty,  

variabi l i ty,  person-related factors, and individual versus the group in 

strategic decision making. In the competi t ive times, i t is the 

strategic mindset that needs to be developed in the ethos of the 

organization. The managers of tomorrow shall understand and act 

upon the strategies, irrespective of the nature of the job that they 

shall be doing.  

5.0 Self Assessment Questions: 

Q.1 Define Strategic management in your own words? 

Q.2 Provide a brief and clear explanation of the concept of 

strategy? 
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Q.3 How do we interpret rat ionality in the context of strategic 

decision-making? 

Q.4 List the elements in the strategic management process? 

Q.5 What are the relevant person-related factors in strategic 

management?  

6.0 Suggested Readings: 

(i)  Andrews K R , The Concept of Corporate Strategy 

(i i) Glueck W F Business Policy- Strategy Formation and 

management Action, PHI 

(i i i ) Hamel, G and CKP rahalad, “ Strategic as Stretch and 

leverage” 

(iv) Drucker, PF Management-Tasks Responsibi l i t ies, Practices, 

Harper and Row 
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1.0 Introduction :  

It is often said that a man without a mission in l i fe is l ike a train 

without an engine. The mission is the driving force of an individual 

and gives a direct ion to his efforts. Similarly, every organization 

must also have a mission as i t gives a direction to i ts act ivit ies. It  
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lays down the blue print for the future course of action. I t gives the 

broad framework within which a f i rm operates and also defines the 

value systems, which a f irm shal l cherish and nurture in future. 

Therefore, the beginning of al l  the strategies l ies in the mission of 

the f irm. The decision making, al location of resources and 

implementation of the strategies depend upon the mission of a f i rm. 

Therefore, the top management must specify the mission with 

utmost care so that they can build an organization, which sustains in 

diverse situations and business environments, without deviating 

from the value, which it represents.  

2.0  Lesson objectives:  

This lesson shall explain you the concept of business policy and 

setting goals, mission & objectives.,  

3.0  Presentation of Contents: 

3.1  Nature of Business Policy: 

It is perfectly normal for companies in the same industry to have 

di f ferent missions and business definit ions. Business policy is a 

mandatory course which is usually included in a typical management 

studies curriculum. Almost al l  management education programmes 

offered by the universit ies and management insti tutes in India 

include a business policy course (by whatever nomenclature it may 
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be addressed) normally in the latter part of a degree or diploma 

programme. The origin of Business Policy can be traced back to 

1911, when the Harvard Business School  introduced an integrative 

course in management aimed at providing general management 

capabil i ty.  This course was based on case studies which had been 

in use at the School for instructional purposes since 1908. 

As defined by Christensen and others, business policy  the study of 

the function and responsibi l i t ies of senior management, the crucial  

problems that affect success in the total  enterprise, and the 

decisions that determine the direction of the organization and shape 

its future.  The problems of policy in business, l ike those of pol icy in 

public affairs, have to do with the choice of purposes, the moulding 

of organizational identi ty and character, the continuous definit ion of 

what needs to be done, and the mobi l ization of resources for the 

attainment of goals in the face of competit ion or adverse 

circumstances. 

The comprehensive definit ion covers many aspects of business 

policy. Firstly, i t considered as the study of the functions and 

responsibi l i t ies of  the senior management related to those 

organizational problems which affect the success of the total  

enterprise. Secondly, i t deals with the determination of the future 

course of action that an organization has to adopt. Thirdly, i t 



 4

involves a choosing the purpose and defining what needs to be done 

in order to mould the character and identify of an organization. 

Lastly, i t is also concerned with the mobil ization of resources, which 

wil l  help the organization to achieve its goals. 

   The senior management consists of those managers who are 

primari ly responsible for long-term decisions, and who carry 

designations, such as CEO, President, and General  Manager. These 

are the persons who are not concerned with day to day problems but 

are expected to devote their t ime and energy to thinking and 

deciding about the future course of action. With i t concern for the 

determination of the future course of action, business policy lays 

down long-term plan, which the organization then fol lows. Whi le 

determining the future course of action, the senior management has 

a mental picture of the type of organization they want their company 

to become. 

   While deciding about a future course of action, the senior 

management is confronted with a wide array of decisions and 

actions that could possibly be taken. The senior management 

exercises a choice, on the basis of given circumstances, and which, 

in their opinion, would lead the organization in a specific direction. 

By moving in a predetermined direct ion an organization can attain 

i ts planned identity and character. Organisat ional decisions are not 
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made in isolation and managerial actions cannot be taken without 

providing the resources for them. While deciding about the future 

course of action, t6he senior management concern themselves with 

the f inancial , material and human resources that would be required 

for the implementat ion of the long-term plans. 

3.2 The Purpose of Business Policy 

Business policy is a term associated with the integrated 

management course, which is general ly studied in the latter part of 

the degree or diploma, and is preceded by the study of functional 

area courses in f inance, marketing, operations and personnel. A 

business policy course seeks to integrate the knowledge gained in 

various functional areas so as to develop a general ist approach in 

management students. Such an approach is helpful  in viewing 

organizational problems in their total i ty. It can also create an 

awareness about the repercussions that an action taken in one area 

of management can have on other area individual ly, and on the 

organization as a whole.  

   The viewpoint adopted in business policy is dif ferent from that 

adopted in the functional area courses. For instance a marketing 

problem is not viewed purely as a problem of marketing but as an 

organizational problem. A course in business policy helps in 

understanding a business as a system consisting of a number of 
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sub-system, and on the system as whole. It is of vital importance for 

the top management in any organization to adopt such a systems 

approach to decision-making. Business policy helps a manager to 

become a generalist by avoiding the narrow perspective generally 

adopted by the special ists, and to deal with business problems from 

the viewpoint of the senior management. 

   The problem of declining sales volume is apparently a marketing 

problem. However, an analysis of the problem wi l l  show that i ts 

roots may probably l ie anywhere in the organization. Declining sales 

volume may be due to a rising level of competit ion, inefficient 

distribution, faulty sales promotion, inappropriate recruitment 

policies, misdirected training, inadequate sales promotion, l imited 

commission to sales personnel, fal l ing qual ity standards, a decrease 

in the variety of products offered, outdated design, underuti l ization 

of capacity, demotivating credit policies and so on. A problem, which 

apparently seems to be a marketing problem, may be due to factors 

not necessari ly with in the control  of  the marketing department. A 

solution to the problem would necessitate transgressing the arti f icial 

boundaries between the functional areas, each of which is looked 

after by a team of special ists. These special ists, due to their 

background, training and possibly, loyal ty to their discipl ines are 

unaware and i l l-equipped to deal with al l  the problems in enti rety. 

They may come up with short-term solutions but these are only l ike 
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f irst-aid to a victim when a thorough diagnosis and treatment is 

required to mitigate the misery. A generalist on the other hand, is 

better qual if ied to deal with organizat ional problems and can come 

up with solutions that wil l  have a last ing effect. On the basis of the 

above discussion, we can say that the purpose of business policy is 

three fold: 

1. To integrate the knowledge gained in various functional 

areas of   management. 

2. To adopt a general ist approach to problem solving  

3. To understand the complex inter l inkages operat ing with in 

an organisation  through the use of a systems approach to decision-

making and relating these changes taking place in the external 

environment. 

3.3 Objectives of Business Policy: 

The objectives of business pol icy have been stated by authors such 

as Christensen and Steiner and others in terms of knowledge, ski l ls 

and atti tudes. These objectives could be derived from the purpose 

of business policy. 

In terms of Knowledge: 

1. The learners of business policy have to understand the various 

concepts involved. Many of these concepts, l ike strategy, 



 8

policies, plans, and programmes and encountered in the 

functional area courses too. It is imperative to understand 

these concepts specif ical ly in the context  of business policy. 

2. The knowledge of the external and internal environment and 

how it affects the functioning of an organization is vital  to an 

understanding of business policy. Through the tools of 

analysis and diagnosis a learner can understand the 

environment in which a f irm operates. 

3. Information about the environment helps in the determination 

of the mission, objectives, and strategies of a f i rm. The learner 

appreciates the manner in which strategy is formulated. 

4. The implementation of strategy is a complex issue and is 

variably the most diff icul t part of  strategic management. 

Through the knowledge gained from business pol icy, the 

learner wil l  be able to visualize how the implementat ion of  

strategic management can take place. 

In terms of Skills: 

1. The attainment of knowledge should lead to the development 

of ski l ls so as to be able to apply that which has been learnt.  

Such an application  can take place by an analysis of case 

studies and their interpretation, and by analysis of the 

business events taking place around us. 



 9

2. The study of business policy should enable a student to 

develop analytical abi l i ty and use i t to understand the si tuation 

in given case or incident. 

3. Further, the study of business pol icy should lead to the ski l l  of 

identifying the factors relevant in decision making. The 

analysis of the strengths and weaknesses of an organization, 

the threats and opportunit ies present in the environment, and 

the suggestions of appropriate strategies and policies form the 

core content of general  management decision-making. 

In Terms of Attitude: 

1. The attainment of the knowledge and ski l l  objectives should 

lead to the inculcation of an appropriate atti tude among the 

learners. The most important att i tude developed through this 

course is that of a generalist. The generalist att i tude enables 

the learners to approach and assess a situation from all 

possible angles. 

2. By acting in a comprehensive manner, a generalist is able to 

function under conditions of partial ignorance by using his or 

her judgement and intui t ion. Typical ly case studies provide 

only gl impse of the overall  situation and a case analyst 

frequently faces the frustrating situat ion of working with less 

than the required information. Experience has shown that 
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managers, special ly in the area of long range planning, have 

to work with incomplete information. A special ist would tend to 

postpone or avoid a decision such conditions but a generalist 

would go head with whatever information was information 

available. In this way, he or she acts more l ike a practi t ioner 

rather than a perfectionist.  

3.4 Mission& Objectives: 

3.4.1 Mission: 

While the essence of vision is a forward-looking view of what an 

organization wishes to become, mission is what an organization 

is and why i t exists. Several  year ago Peter F Drucker raised 

important philosophical questions related to business: What is 

our business? What wil l  i t be? And what i t should be? These 

three questions, though simply worded, are in real i ty the most 

fundamental questions that organization can put to i tself . The 

answers are based on the analysis of the underlying needs of the 

society that any organization serves to fulf i l l .  The satisfaction of 

that need is, then the business of the organization. 

     Organisations relate their existence to satisfying a particular 

need of the society. They do this in terms of their mission.  

Mission is a statement which defines the role that an organization 

plays in a society. It refers to the part icular needs of that society, 
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For instance, i ts information needs. Abook publisher and a 

magazine editor are both engaged in satisfying the information 

needs of society but they do i t through dif ferent means. A book 

publisher may aim at producing excellent reading material while a 

magazine editor may strive to present news analysis in a 

balanced and unbiased manner. Both have dif ferent objectives 

but an identical  mission. 

   A mission was earl ier considered as the scope of  the business 

activi t ies a f irm pursues. The definit ion of mission ha gradually 

expanded to represent a concept that embodies the purpose 

behind the existence of an organization. 

Characteristics of a Mission Statement: 

Organisations legi t imize themselves by performing some function 

that is valued by society. A mission statement defines the basic 

reason for the existence of that organization. Such a statement 

ref lects the corporate philosophy, identity, character, and image 

of an organization. It may be defined explicit ly or could be 

deuced from the management’s action, decisions or the chief 

executive’s press statements. When explicit ly def ined it provides 

enlightenment to the insiders and outsiders on what the 

organization stands for. In order to be effective, a mission 

statement should possess the fol lowing seven characteristics. 
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  It should be feasible:  

A mission should always aim high but i t should not be an 

impossible statement. It  should be realistic and achievable- i ts 

fol lowers must f ind it to be credible. 

  It should be precise: 

A mission statement should not be so narrow as to restrict the 

organisation’s activit ies nor should it be too broad to make 

itself  meaningless. 

  It should be clear: 

A mission should be clear enough to lead to action. It should 

not be a high-sounding set of plati tudes meant for publici ty 

purpose. Many organizations do adopt such statements but 

probably they do so for emphasizing their identity and 

character. 

  It should be motivating: 

A mission statement should be motivating for members of the 

organization and of society, and they should feel i t worthwhi le 

working for such an organization or being its customers. 
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  It should be distinctive: 

A mission statement which is indiscriminate is l ikely to have 

l i tt le impact. If  al l  scooter manufacturers defined their mission 

in a similar fashion, there would not be much of di f ference 

among them. 

  It should indicate major components of strategy: 

A mission statement, along with the organizational purposes 

should indicate the major components of the strategy to be 

adopted. 

  It should indicate how objectives are to be 

accomplished: 

Besides indicating the broad strategies to be adopted a 

mission statement should also provide clues regarding the 

manner in which the objectives are to be accomplished. 

3.4.2   Goals & Objectives: 

Goals denote what an organization hopes to accomplish in a 

future period of  t ime. They represent a future state or an outcome 

of the effort put in now. A broad category of f inancial and non-

f inancial issues are addressed by the goals that a f irm sets for 

i tself . 



 14

   Objectives are the ends that state specif ical ly how the goals 

shall be achieved. They are concrete and specif ic in contrast to 

goals which are generalized. In this manner, objectives make the 

goals operational.  While goals may be quanti tative, objectives 

tend to be mainly quantitative in specif ication. In this way they 

are measurable and comparable. In strategic management 

l i terature there has been confusion with regard to the usage of 

these terms: Goals and objectives. 

3.4.3 Role of Goals & Objectives: 

Objectives play an important role in strategic management. We 

could identify the various facets of such a role as shown below: 

1. Objectives define the organisation’s relationship wi th i ts 

environment. By stating its objectives, an organization 

commits i tself  to what i t has to achieve for i ts employees, 

customers and society at large. 

2. Objectives provide the basis for strategic decision making: By 

directing the attention of strategists to those areas where 

strategic decisions need to be taken, objectives leads to 

desirable standards of behaviour and in this manner help to 

coordinate strategic decision making. 
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     Managers who set objectives for themselves and their 

organizations are most l ikely to achieve them than those who do not 

specify their performance targets. The importance of the role that 

objectives play in strategic management could be aptly summed up 

in the truism: i f  one does not know where one has to go, any path 

wil l  take one there. 

3.4.4 Features of Objectives: 

The objectives must have the fol lowing features, in order to be 

effective and attainable: 

(i)  Objectives should be understandable 

(i i) Objectives should be concrete and specif ic 

(i i i ) Objectives should be related to a time frame 

(iv) Objectives should be measurable and control lable 

(v) Objectives should be challenging 

(vi) Different objectives should correlate with each other 

(vi i)  Objectives should be set within constraints 

3.5 Goals or Policies Formulation: 

From the foregoing discussion, i t is clear that organizations need to 

set objectives at dif ferent levels, of various types and for dif ferent 

t ime periods and that such objectives should possess certain 
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desirable characteristics and should resolve certain issues before 

being used. The question that we now face is; how are objectives 

formulated? For an answer, we shall consider the factors that have 

to be taken into account for formulation of objectives. 

Glueck identif ies four factors that should be considered for objective 

setting. These factors are: The forces in the environment, reali t ies 

of an enterprise’s resources and internal power relat ionships, the 

value system of top executives, and awareness by management of 

the past objectives of the f irm. 

3.5.1 The forces in the environment:  

These take into account al l  the interests-sometimes coinciding but 

often confl icting-of the dif ferent stakeholders in an organization. 

Each group of stakeholder, whether they are company employees, 

customers, or the government, put forward a set of claims or have 

expectations that have to be considered in setting object ives.  

3.5.2 Realities of enterprise’s resources and internal power 

relationships: 

This means that objectives are dependent on the resource capabil i ty 

of a company as wel l as the relative decisional power that different 

groups of strategists wield with respect to each other in sharing 

those resources. 
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3.5.3 The Value system of the top executives:  

This is an impact on the corporate philosophy that organizations 

adopt with regard to strategic management in general and objectives 

in particular. Values as an enduring set of beliefs, shape 

perceptions about what is good or bad, desirable or undesirable. 

This applies to the choice of objectives too. 

3.5.4 Awareness by management: 

Awareness of the past objectives and development of a f irm leads to 

a choice of objectives that had been emphasized in the past due to 

di f ferent reasons. 

   Keeping in view the four factors described above, we observe that 

objectives setting is complex task which is based on consensus-

building and has no precise beginning or end. Vision and mission 

provide a common thread to bind together the dif ferent aspects of 

the objective setting process by providing a specif ic direction along 

which an organization can move. 

4.0 Summary 

As explained in the earl ier discussion,  the existence of mission, 

goals and objectives is vital to the success of any strategy. They 

provide a direction to the strategy. A broad framework of the 
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strategy is often connoted as the pol icy, while the missions are the 

broad statements of the end results that a f irm aspires to achieve. 

When these become specif ic, they become goals, which are 

measurable and often quantif ied. When defined in the terms of the 

functional areas, these are often connoted as the objectives, which 

have to be achieved while implementing the strategy. The managers 

have to understand the nature and scope of each of these concepts 

so that they are able to define them precisely and accordingly 

devise out the strategic plans aimed at achieving them. 

5.0 Self Assessment Questions:  

Q.1 Define mission in your own words? 

Q.2 What problems can an imprecise and unclear mission create 

for an organization? 

Q.3 Mention the characteristics of objectives? 

Q.4 State the issues that are of importance to objective-setting? 

Q.5 Identify the roles that objectives play in strategic 

management? 

Q.6 Only verif iable objectives can be used  meaningful ly in 

strategic management? 
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6.0 Suggested Readings: 

(i)  Drucker, PF Management-Tasks Responsibi l i t ies, Practices, 
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(i i) Thompson, J L , Strategic managemen; Awareness and Change 

(i i i i ) Abell, D F Defining the Business: The starting point of 

strategic planning 

(iv) Hil l  C W L and GR Jones, Strategic Management Theory:  An 

Integrated Approach. 
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1.0 Introduction: 

Strategy formulation and implementation is a continuous 

process, wherein the series of activit ies, i f  done objectively, can 

yield the achievement of the desired objectives. Unl ike planning 

function, which is more mechanical  in nature, strategic planning 

is more scienti f ic, object ive and effective. I t is more based and 

encompassing in nature as it is based on a careful analysis of 

the surrounding environment, identifying the strengths and 

weaknesses and then act ing upon a plan of action to convert 

objectives into the achievements. Strategic planning goes in 

hand with a useful  technique of strategic planning, namely the 

SWOT analysis. 

Sizing up a f irm’s resource strengths and weaknesses an its 

external opportunit ies and threats, commonly known as SW OT 

Analysis, provides a good overview of whether a f irm’s business 

posit ion is fundamentally healthy and unhealthy. SWOT analysis 

is grounded in the basic principles that strategy making efforts 

must aim at producing a good f i t between a company’s resource 

capabil i ty and its external situation. Perceptive understanding of 

a company’s resource capabil i t ies and deficiencies, i ts market 

opportuni t ies and the external threats to i ts future well being is 



 3

essential to good strategy making. Otherwise, the task of 

conceiving a strategy that capital izes on the company’s 

resources, aims squarely at capturing the company’s best 

opportuni t ies and neutral izes the threats to i ts well being 

becomes a chancy proposition indeed.  

2.0 Lesson of Objectives: 

This chapter is devoted to the issues in strategic planning and a 

useful tool used for the purpose, i .e. SWOT analysis. 

3.0 Presentation of Contents: 

3.1 Strategic Planning 

Strategic planning is the managerial process of developing and 

maintaining a viable f i t between the organization’s objectives, 

ski l ls, and resources and its changing opportunit ies. The aim of 

strategic planning is to shape the company’s business and 

products so that they yield target prof its and growth.  

The managers in US started talking of strategic planning in 

1970’s when they were hit by the energy crisis, high inf lation, 

economic stagnation, threat from Japanese companies and 

deregulation of key industries. In order to survive in the 

competit ive markets, i t was essential for the companies to 
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reorient their operations and strategic planning came as a new 

mantra of success. Strategic planning is a substrate of corporate 

strategic planning and does include the activit ies such as: 

 Defining the corporate mission 

 Establishing Strategic Business Units (SBUs) 

 Assign resources to each SBU 

 Planning new businesses, downsizing old businesses 

etc. 

Corporate mission defines the very purpose of an organization 

and gives direction to i t. It provides a shared purpose, direction 

and opportunity to the company. The SBUs have to be defined to 

segment various businesses of the firms. Mostly, SBUs are 

defined in terms of the nature of product/service, geographical 

area or customer segments. The formation of SBUs gives a 

sense of accountabil i ty to them and helps in deciding the course 

of act ion and strategic planning. The resources are assigned to 

the SBUs depending upon their capabil i ty to generate value for 

the shareholders.  The most commonly used models for 

assigning resources to the SBUs are the Boston Consultancy 

Group (BCG) Model, General Electr ic Model and Crit ique of 

Portfol io Model. Depending upon the strategic posit ion of the 
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SBUs into these models, the strategies such as entering new 

businesses, downsizing, integration, diversif ication, corporate 

restructuring etc. are designed and executed.  

3.2 Steps in strategic planning 

Strategic marketing planning consists of the fol lowing steps: 

 Defining Business Mission 

 Goal Formulation 

 Strategic Formulation 

 Programme Formulation 

 Implementation 

 Feedback and control  

Various tools such as SWOT and ETOP analysis are available for 

def ining business mission. Firms identify the opportunit ies and 

their strengths and the constraints within which they have to 

function and then define the business mission. The broad 

business mission is spelled out in the form of precise goals and 

then long-range plans (or strategies) are designed to achieve 

these objectives. Firms also make use of strategic al l iances to 

achieve synergies and derive competit ive advantage. The 

programmes define the course of act ion to be taken to achieve 

the goals. The implementation is done according to the strategy 
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formulated.  The programmes are subjected to periodic control to 

ensure that the goals are achieved.  

A typical marketing programme comprises of def ining the 

marketing mix i .e. the 4 P’s – product, price, place and 

promotion. The basic steps in the marketing strategy formulation 

remain the same, as stated above. The key marketing control  

variables are the annual plan control, prof itabi l i ty control and 

strategic control. The contents of a typical  marketing plan are: 

 Executive summary and table of contents : presents a 

brief overview of the proposed plan. 

 Current situation: presents relevant background data on 

sales, costs, prof i ts, markets, competitors, distribution 

and macro environment. 

 Opportunity and issue analysis: identif ies the main 

opportuni t ies/threats, strengths/weaknesses, and issued 

facing the product l ine.  

 Objectives: defines the plan’s f inancial  and marketing 

goals in terms of sales volume, market share, and prof i t.  

 Strategy: presents the broad approach that wil l  be used 

to achieve the plan’s objectives.  
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 Action programmes: presents the special programmes 

designed to achieve the business objectives.  

 Projected profit-and-loss statement: forecasts the plan’s 

expected f inancial outcomes.  

 Controls:  indicates how the plan wil l  be monitored.  

 

In the competit ive world of today, every business – be it big or 

small, undertakes strategic planning. The marketers must learn 

the art of making winning plans. Al though there are a lot of tools 

available for strategic planning, there wil l  never be a substitute 

to creativity and business acumen. 

3.3 SWOT Analysis: 

In the acronym SWOT, the alphabets stand for the fol lowing 

words: 

S - Strengths 

W - Weaknesses 

O - Opportunit ies 

T -  Threats 
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These four factors connote the gist of the strategic planning and 

the managers must understand what each of these stands for.  

These are explained in the fol lowing discussion: 

3.4 Strengths 

Strength is something, which a f irm is good at doing or a 

characteristics that gives it enhanced competit iveness. It can 

take any of several  forms: 

1. A ski l l  or important expertise- low cost manufacturing 

capabil i t ies, strong e-commerce expertise, technological 

know-how, a proven track record in defect free 

manufacture. For example, Chinese manufacturers are 

having the capabil ity to supply the product at the lowest 

cost. This is their major strength. Japanese production 

systems enable them to produce goods with no defects. 

2. Valuable physical assets- state of the art plants and 

equipment, attractive real estate locations, worldwide 

distribution faci l i t ies. For example, Microsoft possesses 

the highest technological capabil i t ies to produce a user 

friendly and affordable operating system. This capabi l i ty 

makes it the market leader in the industry.  
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3. Valuable human assets- an experienced and capable 

workforce, talented employee in key areas motivated 

and energetic employees, cutt ing edge knowledge. The 

biggest strength of a software company are i ts 

employees.  

4. Valuable organizat ional assets- proven quality control 

systems, proprietary technology, key patent, mineral 

rights, a base of loyal customers, a strong balancesheet 

and credit rating. Companies l ike HLL, Nestle, ITC have 

developed the image of being the best companies in the 

FMCG segment because they have good production and 

quality control measures, dedicated customers, etc. 

Similarly, Reliance has gained access to large reserves 

of natural gas in Gujarat and Rajasthan, which are its 

strength. 

5. Valuable intangible assets- brand name image, company 

reputation, buyer goodwil l . The mega brands l ike Coke, 

Vicks, Nike, Action, Ray Ban etc. are great assets for 

the companies as they can charge high premium for 

their products and earn higher revenues. 

6. Competit ive capabil i ties- Short development t imes in 

bringing new products to market, a strong dealer 
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network, strong partnerships with key supplier. Intel has 

the capabil i ty to introduce the innovative products with 

state of the art technology. Maruti  has developed a very 

strong supply chain network for both the inbound and 

outbound logistics. 

7. An achievement or attribute that puts the company in a 

posit ion of market advantage-low overall  costs, market 

share leadership, a superior product, a wide product 

selection. Maruti is a low cost and rel iable care in the 

starting segment. This capabil i ty has made it the market 

leader for several decades into the Indian markets. 

8. All iances or cooperative ventures- fruitful col laborat ive 

partnerships with supplier and marketing al l ies that 

enhance the company’s own competit iveness. 

Company strengths thus have diverse origins. Sometimes they 

relate to fairly specif ic skil ls and expertise and sometimes they 

fol low from dif ferent resources teaming together to create a 

competit ive capabi l i ty.  
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3.5 Weaknesses 

A weakness is something a company lacks or does poorly or a 

condition that puts i t at a disadvantage. A company’s internal 

weaknesses can relate to: 

i) Deficiencies in competit ively important ski l ls or expertise 

or intel lectual capital of one kind or another. For example, 

Indian pharmaceutical sector is suffering a great degree of 

loss because it has not developed a strong R&D base, 

which puts i t at a disadvantage in comparison to the 

multinational companies, particularly after the amendments 

in the patents laws. 

i i) A lack of competit ively important physical, organizational 

or intangible assets. For example, many publ ic sector 

undertakings lack the resources that can make them 

competit ive in the marketplace. The state-run schools 

suffer from a lack of infrastructure, which makes them 

uncompetit ive when compared to the privately run 

educational insti tut ions. 

i i i ) Missing or weak competit ive capabil it ies in key areas. For 

example, LML Vespa, a strong company making scooters 
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could not survive in the two-wheeler market because it 

could not adapt i ts products to the changing needs.  

Internal weaknesses are the shortcoming in a company’s 

complement of resources. A weakness may or may not be make 

a company competi t ively vulnerable, depending on how much the 

weakness matters in the marketplace and whether i t  can be 

overcome by the resources and strength’s in the company’s 

possession. 

3.6 Opportunities: 

Market opportunity is a big factor in shaping a company’s 

strategy. Indeed managers can’t properly tai lor strategy to the 

company’s situation without f irst identifying each company 

opportuni ty and appraising the growth and prof it potential each 

on holds. Depending on the prevail ing circumstances, a 

company’s opportunit ies can be plenti ful or scarce and can range 

from wildly attractive to marginally interesting. For example, in 

the seventies, the companies that could understand the 

prospects of information technology are giant f irms of today. In 

India, the companies, which invested in the upcoming industries 

l ike telecommunication, insurance, BPO, consulting, etc. are 
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doing well  in the market place. At one time, texti les was a 

declining sector and people were exit ing out of the polyester 

segment. However, Reliance entered the industry and today it is 

the market leader. So, the right opportunit ies can be identif ied in 

al l  the conditions and those who can do so are able to reap 

supernormal prof its and a high degree of competit ive edge in the 

market place. 

In evaluating a company’s market  opportunit ies and ranking their 

attractiveness managers have to guard against viewing every 

industry opportunit ies as a company opportunity. Not every 

company in an industry is equipped with the resources to 

successful ly pursue each opportunit ies that exists in the 

industry. Some companies are more capable of going after 

particular opportunit ies than others, and few companies may be 

hopelessly outclassed in trying to contend for a piece of the 

action.  For example, in the changed IPR regime, as a part of the 

WTO commitments, Indian pharma industry has seen some 

interesting trends. The leaders l ike Cipla, Ranbaxy are at a 

disadvantage, while the new players l ike Dr. Reddy’s Laboratory, 

Nicholas Piramal are doing wel l. In the same business 
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environment, some could act upon the opportunit ies, while others 

were at a loss. 

Deliberately adapting a company’s resource base to put i t in 

posit ion to contend for attractive growth opportunit ies is 

something strategists must pay keen attention to. The market 

opportuni t ies most relevant to a company are those that offer 

important avenues for prof itable growth, those where a company 

has the most potential for competit ive advantage, and those that 

match up well with the company’s f inancial and organizational 

resource capabil i t ies. 

3.7 Threats  

Certain factors in a company’s external environment pose threats 

to i ts prof i tabil i ty and competit ive well -being. Threats can stem 

from the emergence of cheaper or better technologies, rivals 

introduction of new or improved products, the entry of lower-cost 

foreign competitors into a company’s market stronghold, new 

regulations that are more burdensome to a company than to i ts 

competitors, vulnerabi l i ty to a rise in interest rates, the potential 

of a hosti le takeover, unfavorable demographic shif ts, adverse 

changes in foreign exchange rates, poli t ical upheaval in a 
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foreign country where the company’s has faci l i t ies, and the l ike. 

External threats may pose no more than moderate degree of 

adversi ty or they may be so imposing as to make a company’s 

situation and outlook quite tenuous. It is management’s job to 

identify the threats to the company’s future well-being and to 

evaluate what strategic actions can be taken to neutral ize or 

lessen their impact. 

Opportunit ies and threats not only affect the attractiveness of a 

company’s situation but more important they point to the need 

for strategic action. Tailoring strategy to a company’s situation 

entai ls: 

1. Pursuing market opportunit ies well  sui ted to the company’s 

resource capabil i t ies and 

2. Taking actions to defend against external threats to the 

company’s business. 

3.8 Applications of SWOT analysis 

SWOT analysis is more than an exercise in making four l ists. 

The real ly valuable part of SWOT analysis is determining what 

story the four l ists tel l  about the company’s situat ion and 

thinking about what actions are needed. Understanding the story 
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involves evaluating the strengths, weaknesses, opportunities, 

and threats and drawing conclusion about how the company’s 

strategy can be matched to both its resources capabi l i t ies and its 

market opportunit ies, and how urgent i t is for the company to 

correct which particular resource weaknesses and guard against 

which particular external threats. 

To have managerial and strategy making value, SWOT analysis 

must be a basis for action. It also needs to provoke thinking and 

answers to several questions about what future resource 

strengths and capabi l i t ies the company wil l  need to respond to 

emerging industry and competit ive conditions and to produce 

successful bottom-line results. Wil l the current strengths matter 

as much in the future? Are there resource gaps that need to be 

f i l led? Do new types of competit ive capabil i t ies need to put in 

place? Which resources and capabil i t ies need to be given 

greater emphasis and which merit  lesser emphasis?  

SWOT analysis is a versati le tool  to formulate the strategy and 

f inds i ts appl icabil i ty in almost si tuations, where strategic 

planning has to be done. However, the l imitation of this tool l ies 

in the l ikely mistakes that the managers can make in 
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understanding the strengths, weaknesses, opportuni t ies and the 

threats.  

4.0 Summary 

Strategic planning is an important part of the process of strategic 

planning. It entai ls stating the business mission, formulating the 

goals, strategies, programmes, and implementing them. In order 

to respond to the changing times, proper feedback and control 

mechanisms should also exist. SWOT analysis is a useful tool in 

the hands of the strategy managers to know the posit ion of a 

company in the marketplace and also f ind out the existing 

opportuni t ies. The strengths provide the competit ive advantage 

to a company, whi le the weaknesses can erode the same. The 

opportuni t ies are the l ikely situations that exist in the 

environment, which can provide business to a f i rm and the 

threats emanate from the environmental or internal changes, for 

which, the company may not be able to respond to.  

 

5.0   Self Assessment Questions 

Q.1 What is strategic planning? Why is i t so important in 

strategy formulation? 

Q.2 Explain the steps in the strategic planning. 
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Q.3 What can be the sources of strengths and weaknesses to a 

company? Explain with examples. 

Q.4 What are opportuni t ies? Give example of the companies 

that have identif ied the right opportunit ies and converted 

them into prof itable business. 

Q.5 What are threats? Explain with examples, the consequence 

of a company, which is not vigi lant to identi fy the threats in 

t ime. 

 

6.0 Suggested Reading 
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functional area and for enabling a coordination between them 

for an optimal contribution to the achievement of the business 

and corporate level objectives. Functional strategies are 

derived from business and corporate strategies and 

implemented through functional and operational 

implementation. 

2.0 Lesson Objectives:  

This lesson explains the strategies of dif ferent functional areas 

i.e. marketing, f inance, operations, etc. 

3.0 Presentation of contents:  

3.1 Strategies for Functional Areas: 

For effective implementation, strategists have to provide 

directions to functional managers regarding the plans and 

policies to be adopted. In fact effectiveness of strategic 

management depends crit ical ly on the manner in which 

strategies are implemented.  

The development of functional plans and policies is aimed at 

making the strategies formulated at the top management level 

practical ly feasible at the funct ional level. Strategies need to be 
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segregated into viable functional plans and policies that are 

compatible with each other. Strategies can be implemented by 

the functional managers. The process of developing functional 

plans and policies formal or informal is similar to that strategy 

formulation. 

3.2 Financial Strategies: 

The f inancial plans and pol icies of an organization are related 

to the avai labi l i ty,  usage and management of funds. Strategists 

need to formulate plans and policies in these area so that 

strategies may be implemented ef fectively. 

3.2.1 Sources of Funds: 

Plans and policies related to the sources of funds deal with 

f inancing or capital-mix decisions. Plans and policies have to 

be made for the fol lowing major factors: Capital structure; 

procurement of capital and working capital borrowings, etc. 

These plans and policies are important since they determine 

how f inancial  resources wil l  be made available for 

implementation of strategies. 
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3.2.2 Usage of Funds: 

Strategies for the usage of funds with investment or asset-mix 

decisions have to be devised out. The important factors that are 

relevant here are: dividend decisions, current assets, loan and 

advances. Usage of funds is important since i t relates to 

eff iciency and effectiveness of resource uti l ization in the 

process implementat ion. The implementation of projects in 

pursuance of expansion strategies typically results in an 

increase capital, work-in –progress and current assets. If  plan 

and pol icies are not clear the usage of funds is ineff icient,  

leading to less than optimum uti l isation of resources. 

3.2.3 Management of  funds: 

The management of funds is an important area of f inancial  

plans and policies. It basically deals with decisions related to 

the systemic aspects of f inancial management. The major 

factors for which plans and policies related to the management 

of funds have to be made are: the system of f inance, 

accounting, and budgeting, management control system; cash, 

credit and risk management; cost control and reduction and tax 

planning and advantages. The management of  funds can play a 
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pivotal role in strategy implementation as it aims at the 

conservation and optimum uti l ization of funds-objectives which 

are central to any strategic action. Organisat ions which 

implement business strategies of cost leadership cannot escape 

the rigours of the proper management of funds. 

3.6 Marketing Strategies: 

Plans and policies related to marketing have to be formulated 

and implemented on the basis of 4 p’s of marketing mix that is 

product, pricing, place and promotion. The major issues and 

decisions related to these marketing mix factors. 

3.3.1 Product:  

Product denotes the goods and services that an organization 

offers to i ts target markets. Plans and policies related to 

products and markets need to be formulated and implemented 

on the basis of characteristics, such as quality, features, choice 

of models and so on. Strategies dictate the manner in which 

product and market characteristics would be defined. Thus, 

competit ive strategies may be implemented by stressing on high 

quality, and better and more features.  
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3.3.2 Pricing: 

Price denotes the money that customers pay in exchange for 

goods and services. It is important to the seller because it 

represents the returns of i ts efforts. To a buyer, price is the 

value that is assigned to the satisfaction of i ts needs and 

wants. Several price characteristics, such as, discount, mode of 

payment, al lowances, payment period, credit terms, and so on. 

Affect pricing plans and policies. 

3.3.3 Place: 

Place is the process by which goods or services are made 

available to the customer. Distribution plans and pol icies 

address themselves to issues, such as the channels to be used 

transportation, logistics, and storage inventory management; 

coverage of markets; and so on. The use of distribution plans 

and policies as wel l  as strategy implementation, is important in 

the marketing function. The success of  market oriented 

strategies, special ly in a competit ive environment, rests on the 

eff iciency and effectiveness of the distribution system. 
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3.3.4 Promotion: 

Promotion deals with the marketing communication intended to 

convey the company’s and its product’s or service’s image to 

prospective buyers. A promotional may consists of four 

activit ies: advertising ,  personal sell ing, sales promotion, and 

publici ty.  

3.7 Operations Strategies: 

The plans and policies for operations are related to the 

production system, operational planning and control, and R&D. 

The strategy adopted affects the nature of product/services the 

markets to be served, and the manner in which the markets are 

to be served. All  these collectively inf luence the operations 

system structure and the objectives which are used to 

determine the operations plan and pol icies. There are three 

components of plans and policies , namely the production 

system, operations planning and control, and Research & 

development. 
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3.4.1 Production System: 

The production system is concerned with the capacity, location, 

layout, product or service design, work systems, degree of 

automation, extent of vertical integration, and other such 

factors. Plans and policies related to the production system are 

signif icant as they deal with vital issues affecting the capabil i ty 

of the organization to achieve i ts object ives. Strategy 

implementation would have to take into account the productions 

system factors as the latter involve decisions which are long-

term in nature and inf luence not only the operation capabil i ty of 

an organization but also its abil i ty to implement strategies and 

achieve object ives. 

3.4.2 Operations Planning and Control: 

Plans and policies related to operations planning and control 

are concerned with aggregate production planning; material 

supply, inventory, cost, and qual ity management. Here, the aim 

of strategy implementation is to see how eff iciently resources 

are uti l ized and in what Manner the day-to-day operations can 

be managed in the l ight of long term objectives. 
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3.4.3 Research & Development: 

Plans and policies for research and development, personnel 

and faci l i t ies, level of technology used, technology transfer and 

absorption, technological col laboration and support, and so on. 

R&D occupies an important posit ion in operations management 

in the Indian context as companies have access to multiple 

sources of technology, including foreign sources from 

developed countries. Research and development in strategy 

implementation as a foundation for implementing strategies l ike 

product development and diversif ication. R&D is also used as 

competit ive strategic tool .  

3.8 Personnel Strategies: 

Personnel plans and pol icies related to the personnel system, 

organizational and employee characteristics, and industrial 

relations are comes under i t .  

3.5.1 Personnel System: 

Plans and policies related to the personnel system deal with 

factors l ike manpower planning, selection, development, 

compensation, communication and appraisal.  The importance of 
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such plans and pol icies l ies in the role that personnel systems 

play in providing and maintaining human resources. 

3.5.2 Organisational and Employee characteristics: 

Organisational and employee characterist ics include factors, 

such as the corporate image, qual ity of managers, staff  and 

workers, perception about the image of the organization as an 

employer, availabil i ty of development opportuni t ies for 

employees, working conditions and so on. Plans and pol icies 

related to these factors have to be formulated i f  strategies have 

to be implemented properly. The real value of the 

organizational and employee characteristics l ies in the creation 

of an appropriate environment for strategy implementation. 

3.5.3 Industrial Relations: 

Plans and Policies related to Industrial relations deal with 

issues such as Union management relationship, collective 

bargaining, safety,  welfare and securi ty, employee satisfaction 

and morale and so on. Industrial relations assume a special 

signif icance in an environment where there are several factors 

l ike the pro-labour atti tude of the government, rules and 

regulations related to union workers; multipl ici ty of unions, 
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poli t ical interference and so on. With in this framework, 

companies have several options with regard to the plans and 

policies related to industrial relations. 

3.9 Information Management: 

Information capabi l i ty factors relate to the design and 

management of the f low of information from within and outside 

into an organization. The value of information as a tangible 

resource and as a source of strategic advantage has been 

recognized by organizations. The development of information 

technology and the emergence of information management as a 

special ized function has helped organizations to derive benefi ts 

out of the vast amount of data that is typically present in most 

organizations. From being a peripheral function dealing with 

routine activit ies l ike payroll  accounting and bulk 

communication, information management is now being viewed 

as a distinct functional area within organizations, which if 

managed properly can augment their capabil i ty to develop 

strategic advantage. 
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3.6.1 Acquisition and Retention of Information: 

Plans and policies with regard to the processing and synthesis 

of information deal with factors such as the sources, quanti ty, 

quality and timeliness of information; retention capacity and 

security of information. 

3.6.2 Processing and Synthesis of Information: 

Plans and policies formulated for processing and synthesis of 

information deals with factors such as database management, 

computer systems, software capabil i ty and abil i ty to synthesize 

information. 

3.6.3 Retrieval and Usage of Information: 

The retrieval  and usage of information deals with factors such 

as availabil i ty and appropriateness of information formats, and 

the capacity to assimilate and use information. 

3.6.4 Transmission and Dissemination of Information: 

The plans and policies with regard to the transmission and 

dissemination of information deal with factors such as speed, 
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scope, width, and depth of coverage of information and 

wil l ingness to accept information. 

3.6.5 Integrative, Systemic and Supportive Factors: 

The last set of factors dealing with the integrative, systemic, 

and support factors such as availabil i ty of IT infrastructure, i ts 

relevance and compatibi l i ty to organizational needs, up 

gradation of faci l i ties, wil l ingness to invest in state of the art 

systems, availabil i ty of computer professional and top 

management support.  

4.0 Summary: 

It is summarized that functional areas strategies have an 

important role in business organizat ion. But, functional areas 

and their individual components do not operate in isolation. The 

dif ferent factors interact with in one functional area. Then at a 

higher level , one functional area interacts with al l  the other 

functional areas. This call  for integration among the functional 

area: within as well  as across functions. The functional areas in 

any organization are therefore, based on the segregation of the 

key activit ies. But what has been segregated wil l  have to be 

brought together, since al l  activit ies are performed to achieve 
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the overall  objectives of any organization. Integrat ion of 

functional plans and policies provides the mean for such an 

aggregation. Strategists have to arrange for mechanisms that 

wil l  ensure that such integration takes place. 

 

5.0 Self Assessment Questions: 

1. What does the need for Functional areas strategies? 

2. Enumerate the major considerations of strategists in the 

integration of functional strategies? 

3. How the development of Functional plans and policies 

does take place for implementation of Strategies? 

4. What aspects do information management plans and 

policies cover? Why are these plans and pol icies 

signif icant for strategy implementation? 

5. What do you mean by Strategies for functional areas? Is i t 

important for every business organizat ion? 
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6.0 Suggested Readings: 

1. Andrews K R , The Concept of Corporate Strategy 

2. Glueck W F Business Policy- Strategy Formation and 

management Action 

3. Thompson, J L , Strategic managemen; Awareness and 

Change 

4. Hil l  C W L and GR Jones, Strategic Management Theory: 

An Integrated Approach. 
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1.0 Introduction: 

The purpose of organizational appraisal (also referred to as 

appraisal, internal analysis, organizational analysis, company 

analysis etc.) is to determine the organizational capabil i ty in terms 

of the strengths and weaknesses that l ie in the dif ferent functional 

areas. This is necessary since the strengths and weaknesses have 

to be matched with the environmental opportuni t ies and threats for 

strategy formulation to take place. In organizational appraisal the 

various forces and inf luences operating with in the internal 
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environment of an organization have to be analysed. These forces 

and inf luences are a result of the organizational resources, 

behaviour, synergistic effects, and the competencies of the 

organization. Organisational capabil i ty is dependent on these forces 

and inf luences. By appraising an organization, the strategists 

develop an assessment of i ts organizational capabil i ty to compete in 

the market. There are a number of considerations in the 

organizational appraisal. The methods and techniques used for 

organizational appraisal can be identical to those used for the 

performance evaluation of an organization. 

2.0  Lesson Objectives: 

After reading this lesson, you shall be able to understand the 

concepts of Value Chain Analysis, Benchmarking, Balance 

Scorecard etc. 

3.0 Presentation of Contents: 

3.1 Methods and Techniques for Organisational Appraisal:  

The methods and Techniques used for organizational can be 

identical to those used for the performance evaluation of an 

organization. But there is an important difference between 

performance evaluation and organization appraisal. In evaluating 

performance the emphasis is on assessing the current behaviour of 
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the organization with respect to i ts eff iciency and effectiveness, and 

such an assessment is generally of a short-term nature. On the 

other hand, organizational appraisal  is of a comprehensive and 

longterm nature and the emphasis is not just on current behaviour 

but also on what the organization needs to do in order to gain the 

capabil i ty to compete in the market, take advantages of the 

available opportuni t ies, and overcome the treats operating in i ts 

relevant environment. 

    Keeping in view the dif ferences between performance evaluation 

and organizational appraisal, the methods and techniques used be 

classif ied broadly in three parts as below: 

Internal Analysis 

A. Value Chain Analysis 

B. Quantitative Analysis 

i) Financial Analysis 

i i) Non-Financial Analysis 

C. Qual itative Analysis 

Comparative Analysis 

A. Historical Analysis 

B. Industry Norms 

C. Benchmarking 
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Comprehensive Analysis 

A. Balanced Scorecard 

B. Key Factor rating 

Internal Analysis:  

The internal analysis of an organizat ion deals with an investigation 

into i ts strengths and weaknesses by focusing on factors that are 

specif ic to i ts. In contrast, as we wil l  see a while later, comparative 

analysis deals with an examination of the strengths and weaknesses 

of an organization in relation its own past record or with reference to 

i ts competitors. 

3.2  Value Chain Analysis: 

This is a method for assessing the strengths and weaknesses of an 

organization on the basis of an understanding of the series activit ies 

i t performs. Porter(1985) is credited with the introduction of the 

framework called value chain. A value chain is a set of interl inked 

value-creating act ivit ies performed by an organization. These 

activi t ies may begin with the procurement of basic raw materials, go 

through i ts processing in various stages and continue right up to the 

end products f inally marketed to the ult imate consumer. 
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     Porter divided the value chain of a manufacturing organization 

into primary and support activit ies. Primary activit ies are directly 

related to the f low of the product to the customer and include f ive 

sub-activi t ies: inbound logistics (receiving, storing etc.) 

operations (or transformation of raw material  to f inished 

products), outbound logistics (order processing, physical 

distribution, etc.) Support act ivit ies are provided to sustain the 

primary activi t ies. These consist of the f irm infrastructure 

(including f inance, accounting, general  management etc) human 

resource management, technology development, and 

procurement. 

Representative Company Value Chain: 

The fol lowing discussion shall explain how the value chain can be 

defined and identif ied in a f irm. 

1. Primary Activities: 

Purchased Supplies and Inbound Logistics: 

Activit ies, costs and assets associated with purchasing fuel,  energy, 

raw material, parts components, merchandise and consumable items 

from vendors, receiving, storing and disseminating inputs from 

suppl iers, inspection and inventory management. 
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Operation: 

 

Activit ies, costs and assets associated with converting inputs into 

f inal product from (production, assembly, packaging, equipment 

maintenance, faci l i t ies, operations, quality assurance, environmental 

protection). 

Distribution and outbound Logistics: 

Activit ies, costs, and assets dealing with physically distributing the 

product to buyers(f inished goods warehousing, order processing, 

order picking and packing, shipping) 
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Sales &Marketing: 

Activit ies, costs, and assets related to sales force efforts, 

advertising and promotion, market research and planning, and 

dealer/distributor support.  

Service: 

Activit ies, costs and assets associated with providing assistance to 

buyers such as instal lation, spare parts delivery, maintenance and 

repair, technical assistance, buyer inquiries, and complaints. 

2. Support Activities: 

Research, Technology, and Systems Development: 

Activit ies, costs and assets relating to product R&D process, 

process design improvement, equipment design, computer software 

development, telecommunication systems, computer-assisted design 

and engineering new database capabil i t ies, and development of 

computerized support systems. 

Human Resources Management: 

Activit ies, costs and assets associated with the recruitment, hiring, 

training development, and compensation of al l  types of  personnel; 
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labor relations activi t ies; development of knowledge based ski l ls and 

core competencies. 

General Administration :  

Act ivit ies, costs and assets relating to general management, 

accounting and f inance, legal and regulatory affairs, safety and 

securi ty, management information systems, forming strategic 

al l iances and col laborating with strategic partners and other 

overhead functions. 

It is a representation of the interrelated chain of activi t ies that are 

required to be undertaken to bring the f inished product to the 

doorstep of the customer. The prof it margin that an organization 

earns depends on how effectively the value chain has been 

managed. The value chain provides a systematic view of the 

examination of al l  the activi t ies performed by an organization and 

how these activi t ies interact and interrelated. 

Oil companies can provide an i l lustration of the value chain. Here 

the value chain is broken down into two parts of upstream and 

downstream activi t ies. The upstream activit ies refer to oi l 

exploration, dri l l ing, and transporting the crude oi l  to the ref inery. 

The downstream activi t ies start from the ref ining and then the 

transport ing and marketing of oi l  and al ied products through 
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distributors and petrol pumps takes place. Most integrated oi l 

companies perform all  the upstream and downstream activit ies but 

they often vary in terms of the capabil i ty they possess in one or 

more activi t ies in the value chain. ONGC in India sole oi l  exploration 

and production company. IOC is into ref ining, transportation and 

marketing, and BPCL is strong in transportation and marketing, with 

a marginal presence into ref ining. Essar oi l  and Reliance are into 

ref ining, while IBP deals with marketing only. Obviously each of 

these companies have a set of strengths and weaknesses 

contributing to their organizational capabil i ty. Each has a defined 

strategic advantage and a specif ic competit ive advantage in the oi l  

industry with respect to others. 

Comparative Analysis: 

We said that strengths and weaknesses as wel l as distinctive 

competencies are not absolute but relative. The relativ ity is based 

on the uniqueness and exclusivity of the strengths, weaknesses, and 

distinctive competencies of an organization in comparison to i ts 

competitors. Comparative analysis thus forms the cornerstone of the 

assessment of the strengths and weaknesses of an organization. It  

can be done in three ways: historical analysis, on the basis of 

industry norms and by benchmarking. 

Advantages and Limitations of Value Chain Analysis 
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Value chain analysis is a useful tool to separating the activit ies and 

identifying the prof it and cost centres in an organization. Such a 

segregation of the activi t ies helps a f irm in building upon i ts 

strengths vis-à-vis i ts competitors. As the f irms are entering into 

very complex systems of doing business, value chain analysis is a 

useful  technique to simplify the operations and analyse them. 

However, the major l imitation of the value chain analysis is that i t is 

not very easy to dif ferentiate between the primary and the 

secondary activit ies and it may not always be possible to specify 

their performance parameters in explicit quantitative terms. 

3.3 Benchmarking: 

A benchmark is a reference point for the purpose of measuring. The 

process of benchmarking is aimed at f inding the best practices 

within and outside the industry to which an organization belongs. 

The purpose of benchmarking is to f ind the best performers in an 

area so that one could match one own performance with them and 

even surpass them. The American Productivity and quality Centre 

given an interesting interpretation of the them benchmarking by 

saying that i t is the practice of being humble enough to admit that 

someone else is better at something, and being wise enough to 

learn how to match and even surpass them it.  
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When one interested in f inding out what is to be compared then 

there are three types of benchmarking: 

  Performance Benchmarking 

  Process Benchmarking 

  Strategic Benchmarking 

3.3.1 Performance Benchmarking:  

It is to compare one’s own performance wi th that of some other 

organization for the purpose of determining how good one’s own 

organization is. 

3.3.2 Process Benchmarking:  

It is to compare the methods and practices for performing 

processes. 

3.3.3 Strategic Benchmarking;  

It is to compare the long-term, signif icant decisions and actions 

undertaken by other organizations to achieve their objectives. 

When one is interested in f inding out against whom to compare 

oneself  then there could a dif ferent classif ication of four types of 

benchmarking: 
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  Internal benchmarking:  i t  is an comparison between units 

or departments of the same organization.  

  Competitive benchmarking: i t  is a direct comparison of  

one’s own performance against the best competitors. 

  Functional benchmarking : It is a comparison of processes 

or functions against non-competi t ive organizations with in 

the same sector or technological  area. 

  Generic benchmarking: It  is a comparison of one’s own 

processes against the best practices anywhere in any type 

of organization. 

A f irm could attempt benchmarking at several levels using al l  the 

di f ferent types of benchmarking. The main purpose should be to 

f inf out the best practices so that one could conform to i t. But 

before one does this , benchmarking is enough to show where a 

f irm excels or lag behind. This is helpful in assessing the 

strengths and weaknesses of an organization and determining i ts 

capabil i ty.  

3.4 Balanced Scorecard: 

Among the newer techniques used to measure the performance of 

an organization is that of the balanced scorecard. Proposed by 

Robert S Kaplan and David P Norton, a balanced scorecard attempts 

to do away with the bias in performance measures towards f inancial 
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indices and tries to build a holistic system of measurement. 

Balanced scorecard is considered as a set of measure that gives top 

managers a fast but comprehensive view of the business. It includes 

f inancial measures that tel l  the results of actions already taken. And 

it complements the f inancial measures on customer satisfaction, 

internal processes, and the organizations innovation and 

improvement activi t ies- operational measures that are the drivers of 

future f inancial  performance. 

The Balanced Scorecard Identif ies four key performance measures 

as fol lows: 

1. Customer perspective: How do customers see us? 

2. Internal Business perspective: What must we excel at? 

3. Innovation and learning perspective: Can we continue to 

improve and create value? 

4. Financial perspective: How do we look at shareholders? 

   Each of these perspectives could be used individually; but using 

them in combination provides deeper insights and a balanced 

approach to strategy formulation. One perspective is not al lowed to 

outweigh others when the strengths and weaknesses of an 

organization are assessed. 
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  The balanced scorecard is per se a comprehensive strategic 

management system. But for our l imited purpose here, i t could as 

well  as be used as a means to identi fy the strengths and 

weaknesses in an organization. Keeping score of the strengths and 

weaknesses in cri t ical  areas of performance enables a quantitative 

as well as qualitative analysis of the organization.  

4 Summary: 

Understanding and analyzing the environment and the strengths and 

weaknesses of a f irm are essential for the success of any strategy. 

Several tools have been developed to segregate the activit ies of the 

f irms into more simpler and specif ic terms so that they can be 

analysed easily. Value chain analysis is a tool developed by Micheal 

Porter, wherein a f irm is divided into two sets of activit ies – the 

primary and the secondary activit ies. The primary activi t ies are the 

ones that create and deliver value, while the secondary activit ies 

faci l i tate the process of value creation and delivery. Benchmarking 

helps in comparing a f irm’s practices with the practices of the 

industry leader. This helps a f irm in knowing its relative strengths 

and weaknesses, in comparison to those of the industry leader. 

Accordingly, a modif ication of the processes can help a f irm in 

improving i ts performance. Balanced Scorecard is a recent 

technique where the performance of a f irm is analysed on well 
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defined parameters and a keen monitoring is done on key activit ies 

so that the desired objectives can be achieved. 

5.0 Self Assessment Questions: 

Q.1 What is Value Chain Analysis? 

Q.2 How can industry norms and Benchmarking be used for 

 organizational appraisal? 

Q.3 Explain the techniques of Balanced Scorecard? 

Q.4 What different approaches can be adopted by strategists to 

appraise their organizations? 

7.0 Suggested Readings: 

(i)  Barney, Jb, “Firm Resources and Sustained Competit ive 

Advantage” Journal of Management. 

(i i) Hitt, MA, RD Ireland and RE Hoskisson, Strategic Management: 

Competi t iveness and Globl isation. 

(i i i ) Thompson , AA Jr and AJ Strickland III , Strategic 

Management: Concepts and cases. 

 (iv) Ghemawat, P. Commitment: The Dynamic of Strategy. 

(v) Mil ler, A and G G Dess, Strategic Management.  
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1.0 Introduction: 

Winning business strategies are grounded in sustainable competit ive 

advantage. A company has competit ive advantage whenever i t has 

an edge over rivals in attracting customers and defending against 

competit ive forces. There are many routes to competit ive advantage, 

but the most basic is to provide buyers with what they perceive as 

superior value- a good product at a low price, a superior product 

that is worth paying more for, or a best-value offering that 
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represents an attractive combination of price, features, quali ty, 

service and other attributes buyers f ind attractive. Delivering 

superior value, whatever form it takes, always requires performing 

value chain activi t ies dif ferently than rivals and building 

competencies and resource capabi l i t ies that are not readily 

matched. However, another major school of though in the discipl ine 

of strategic management upholds the concept of core competences 

as the sole driver for survival and growth of f irms. 

2.0 Lesson Objectives: 

This chapter shall discuss the concepts and appl ications of the 

terms competit ive advantage and core competence. 

3.0 Presentation of Contents: 

3.1Competitive Advantage: 

In the past 10 yrs companies in al l  types of industries and in al l  

parts of the world have formed strategic al l iances and partnership to 

complement their own strategic init iatives and strengthen their 

competit iveness in domestic and international markets This is an 

about face from time past, when the vast majori ty of companies 

were content to go it alone, confident that they already had or could 

independently develop whatever resources and know-how were 

needed to be successful  in their markets. But globalization of the 
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world economy, revolutionary advances in technology across a 

broad front and updated opportunit ies in national market in Asia, 

Latin America and Europe that are opening up, deregulation, and 

undergoing privatization have made strategic partnership of one 

kind or another integral to a f irm’s competi t iveness. 

Many companies now f ind themselves thrust in the midst of two very 

demanding competit ive races: 

1. Global race to build a market presence in many dif ferent 

national markets and establish an attractive posit ion among the 

global market leaders 

2. The technology race to capital ize on today’s technological and 

information age revolution and build the resource strengths and 

business capabil i t ies to compete successful ly in the industries 

and product markets of the future. 

Even the largest and most f inancial ly st rong companies have 

concluded that simultaneously running the races for global market 

leadership and for a stake in the industries of the future requires 

more diverse and expensive ski l ls, resources, technological 

expertise, and competit ive capabil i t ies than they can assemble and 

manage alone. Indeed, the gaps in resources and competit ive 

capabil i t ies between industry rivals have become painful ly apparent 

to disadvantaged enterprise. Allowing such gaps to go unaddressed 
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can put a company in a precarious competit ive posit ion or even 

prove fatal. When rivals can develop new products faster or achieve 

better quality at lower cost or have more resources and know-how to 

exploit opportunit ies in attractive new market arenas, a company 

has l i tt le option but to try to close the resources and competency 

gap quickly; the fastest way to so this is often with the capabil i t ies 

and strengths of new strategic al l ies. In today’s rapidly changing 

world, a company that cannot posit ion itself  quickly misses 

important opportunit ies, whether they be in cyberspace or foreign 

countries. More and more enterprise are concluding that well chosen 

al l iances can al low them to bypass the comparatively slower and 

more costly process of building one’s own capabil i t ies internally to 

access new opportunit ies. 

3.2 Strategies to Secure Competitive Advantages: 

3.2.1 Offensive Strategies 

3.2.2 Defensive Strategies 

3.2.1 Offensive Strategies: 

Competi t ive advantage is nearly always achieved by successful 

offensive strategic moves- ini t iatives calculated to yield a cost 

advantage, a dif ferentiation advantage or a resource advantage. 

Defensive strategies, in contrast can protect competit ive advantage 
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but rarely are the basis for creating advantage. How long it takes for 

a successful  offensive to create an edge varies with the competit ive 

circumstances. If  the requisite resources and capabil i t ies are 

already in place awaiting deployment or i f  the offensive produce 

immediately buyer response or the buildup can take much longer if 

winning consumer acceptance of an innovative product wil l  take 

some time or i f  the f irm may need several  years to debug a new 

technology or put new network systems or production capacity in 

place. Ideally an offensive move builds competit ive advantage 

quickly; the longer i t takes, the more l ikely rivals wil l  spot the move, 

see its potential, and begin a counter response. 

There are six basic types of strategic offensive; 

(i)  Ini t iatives to match or exceed competi tor strengths 

(i i) Ini t iative to capital ize on competitor weaknesses 

(i i i ) Simultaneous init iative on many fronts 

(iv) End-run offensives to move to less contested ground 

(v) Guerri l la offensives 

(vi) Preemptive strikes 

These are explained in the fol lowing discussion. 

 

 



 6

(i) Initiatives to Match or Exceed Competitor Strengths: 

There are two instances in which it makes sense to mount 

offensives aimed at neutral izing or overcoming the strengths and 

capabil i t ies of rival  companies. The f irst is when a company has no 

choice but to try to whitt le away at a strong rival ’s competit ive 

advantage. The second is when it is possible to gain prof itable 

market share at the expense of rivals despite whatever resource 

strengths and capabil i t ies they have. Attacking a powerful rival ’s 

strengths may be necessary when the rival possesses either a 

superior product offering or superior organizational resources and 

capabil i t ies. 

(ii)  Initiatives to Capitalize on Competitor Weaknesses: 

A company can take the init iative to gain market inroads by directing 

its competit ive attention to the weaknesses of rivals. There are a 

number of ways to achieve competit ive gains at the expense of 

rival ’s weaknesses: 

(a) Go after the customer of those rivals whose products lag on 

quality, features or product performance; in such cases a 

challenger with a better product can often convince the 

most performance conscious customer to switch to i ts 

brand. 
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(b)  Make special  sales pi tches to the customers of those rivals 

who provide sub par customer service. It may be relat ively 

easy for a service-oriented challenger to win a rival ’s 

disenchanted customers. 

(c) Try to move in on rivals that have weak brand recognition. 

A challenger with strong marketing ski l ls and a recognized 

brand name can often win customers away from lesser-

known rivals. 

(d)  Concentrate on geographic regions where a rival has a 

weak market share or is exerting less competit ive effort .  

(e) Pay special attent ion to buyer segments that a rival is 

neglecting or is weakly equipped to serve. 

(iii) Simultaneous Initiatives on Many Fronts: 

In certain situations, a company may see merit in launching a 

grand competit ive offensive involving multiple init iatives across a 

wide geographic front. Such al l-out campaigns can throw a rival  

off  balance diverting i ts attention in many directions and forcing it 

to protect many pieces of  i ts customer base simultaneously. 

Microsoft employed a grand offensive to establish a prominent 

Internet presence that goes well beyond just being a developer 

for PC software. It rapidly introduced upgraded versions of 

Internet Explorer incorporated Explorer in i ts Windows Operating 
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system allowed Internet users to download Explorer free 

negotiated deals with Internet service provider to feature Internet 

Explorer , put several thousands programmers to work on variety 

of Internet related projects.  

(iv) End-Run Offensives to move to less Contested 

Ground: 

End-run offensives seek to avoid head on challenges tied to 

aggressive price cutting, escalated advertising or costly efforts to 

out di fferentiate rivals. Instead the idea is to maneuver around 

competitors, capture unoccupied or less contested market 

terri tory, and change the rules of the competit ive game in the 

aggressor’s favor. Examples of end-run offensive include: 

(a) Introducing new products that redefine the market and terms 

of competit ion. 

(b)  Launching init iatives to build strong posit ions in geographic 

areas where close rivals have l i tt le or no market presence. 

(c) Trying to create new segments by introducing products with 

dif ferent attributes and performance features to better meet 

the needs of selected buyers. 

(d)  Leapfrogging into next generation technologies to supplant 

existing technologies product services. 
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(v)  Guerrilla Offensives: 

Guerri l la offensives are particularly wel l sui ted to small 

challengers who have neither the resources nor the market 

visibi l i ty to mount a ful l  f ledged attack on industry leaders. A 

guerri l la share wherever and whenever an under log catches 

rivals napping or spots an opening through which to lure their 

customers away. Guerri l la offensives can have occasional 

lowering of price, surprising key rival with sporadic but intense 

promotional activity or undertaking special campaigns to attract 

buyers away from rivals plagued with a strike or problem in 

meeting delivery schedules. 

(vi) Preemptive Strikes: 

Preemptive strategies involve moving f irst to secure an 

advantageous posit ion that rivals are foreclosed or discouraged 

from dupl icating. What makes a move preemptive is i ts one of a 

kind nature-whoever strikes f i rst stands to acquire competit ive 

assets that rivals can’t readily match. There are several ways a 

f irm can bolster i ts competit ive with preemptive moves: 

(a) Acquire a company that has exclusive control of or 

commanding expertise in a valuable technology, thereby 

giving the f i rm hard to match technological  advantage. 
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(b)  Secure exclusive or dominant access to the best 

distributors in a particular geographic region or country. 

(c) Tie up the best raw material sources or the most rel iable, 

high qual ity suppliers via exclusive partnership long-term 

contracts or acquisi t ion.  

(d)  Secure the best geographic locations. An attractive f i rst 

mover advantage can often be locked up by moving to 

obtain the most favourable site along a heavily traveled 

thoroughfare, at a new interchange in a new shopping mall 

in a natural beauty spot, close to cheap transportat ion or 

raw material suppliers or market outlets and so on. 

(e) Obtain the business of prestigious customers thereby 

boosting the company’s reputation and winning the 

confidence of otherwise hesitant buyers. 

(f)  Bui ld an image that a unique , hard to copy, and 

establ ished a compel l ing psychological  appeal.  

3.2.2  Defensive strategies: 

In a competit ive market, al l  f irms are subject to challenges from 

rivals. Market offensives can come with both from new entrants in 

the industry and from established f irms seeking to improve their 

market posi t ions. The purpose of defensive strategy is to lower the 

risk of being attacked, weaken the impact of any attack that occurs, 
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and inf luence chal lenger to aim their efforts at other rivals. Whi le 

defensive strategy usually doesn’t enhance a f irm’s competit ive 

advantage, i t helps forti fy a f irm’s competit ive posit ion protect i ts 

most valuable resources and capabil i t ies from  imitat ion and sustain 

whatever competi t ive advantage it does have.  

there are two basic approaches to defensive strategy: 

(i)  Moving to block challengers  

(ii)  Signaling the l ikel ihood of strong retal iation 

(i)  Moving to block challengers: 

The most frequently approach to defending a company’s present 

posit ion involves actions that foreclose a challenger’s options for 

init iating competit ive attack. There are many number of obstacles 

that can be put in the path of would be challengers. A defender 

can participate in al ternative technologies to reduce the threat 

that rivals wil l  attack with a better technology. A defender can 

introduce new features, add new models or broaden its product 

l ine to close off  gaps and vacant niche to would be challengers. It 

can offset the ef forts of rival to attack with a lower price 

maintaining economy priced options of i ts own. A defender also 

can hire talented employees to broaden or depend the company’s 

base of core competencies or capabil i t ies in key areas. It can try 
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to buyer from trying competitors brands by lengthening warranty 

coverages, offering free training and support services, developing 

the capabil i ty to deliver spare parts to user faster than rivals can 

providing coupans and sample give away to buyers most prone to 

experiment and making early announcements about impending 

new products or price changes to induce potential buyers to 

postpone switching. 

(ii)  Signaling the likelihood of strong retaliation: 

A second approach to defensive strategy entai ls signaling 

challengers that strong retal iation is l ikely in the event of an 

attack. The goal is either to dissuade chal lengers from attacking 

at al l  by raising their expectations that the resulting battle wil l  be 

more costly than it is worth or at least to divert them to less 

threatening options. Would be challenger can be signaled by:  

(a) Publicly committing the company to a pol icy of matching 

competitors term or prices 

(b) Maintaining a war chest of cash and marketable 

securi t ies 

(c) Making an occasional strong counter response to the 

moves of weak competi tors to enhance the f i rm’s image 

as a tough defender. 
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Another way to dissuade rivals is to try to lower the prof it 

inducement for challengers to launch an offensive. When a f irm’s or 

industry’s prof itabil i ty is enticingly high, chal lengers are more wil l ing 

to tackle high defensive barriers and combat strong retal iation. A 

defender can deflect attacks, especial ly from new entrants, by 

deliberately forgoing some short run prof its and using accounting 

methods that obscure prof i tabil i ty.  

3.3 Core Competence: 

On the basis of i ts resources and behaviour an organization 

develops certain strengths and weaknesses which when combined to 

synergistic effects. Such effects manifest themselves in terms of  

organizational competencies. Competencies are special qualit ies 

possessed by an organization that make them withstand pressures 

of competit ion in the market place. In other words, the net results of  

the strategic advantages and disadvantages that exist for an 

organization determine its abil i ty to compete with i ts rivals. Other 

terms frequently used as being synonymous to competencies are 

unique resources, core capabil i t ies, invisible assets, embedded 

knowledge an so on. 

When an organizat ion develops its competencies over a period of 

t ime and hones them into a f ine art of competing with i ts rivals i t 

tend to use these competencies exceedingly well. The capabil i ty to 
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use competencies exceedingly well turns them into core 

competencies. When a specif ic abil i ty is possessed by a particular 

organization exclusively, or in a relatively large measure, i t is called 

a distinctive competences.  Few examples of distinctive 

competencies :  

i) Superior product quali ty in a particular attribute say a two-

wheeler which is more fuel eff icient than its competitor 

products. 

i i) An organisation’s access to a low cost f inancial  source l ike 

equity shareholders, not available to i ts competitors. 

i i i ) Creation of a market niche by supplying highly special ized 

products to a particular market segment. 

We may seem to be making a hairl ine distinction here between the 

three terms: Competencies, core competence and distinctive 

competencies. The dif ference as you must have noted l ies in the 

degree of uniqueness associated with the net synergistic effects 

occurring within an organization .  You could think of them as being 

synonymous so long as you are able to make a distinction among 

than when necessary. Among three i t is the term core competence 

that has gained greater currency and popularity. The term core 

competence has been popularized by Prahalad and Hamel as an 
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idea around which strategies could be formulated by an 

organization. 

4.0   Summary 

The competit ive advantage of focusing is earned either by achieving 

lower costs in serving the target market niche or by developing an 

abil i ty to offer niche buyers something dif ferent from rival 

competitors in other words it is ei ther cost based or dif ferential  

based. A focused strategy based ei ther on low cost or dif ferentiation 

becomes increasingly attractive through the target market niche is 

big enough to be prof itable and offers good growth potential. 

5.0 Self Assessment Questions: 

Q.1 What do you mean by Competit ive Advantage? 

Q.2 Explain brief ly the concept of Core Competence? 

Q.3 What are the differences among differential and 

offensive strategies of competit ive advantage? 

Q.4 What are the basic approaches of defensive strategy? 

Q.5 What are the basic approaches of offensive strategies? 
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6.0 Suggested Readings: 

(i)  Barney , Jay B., Gaining and Sustaining Competit ive 

Advantage 

(i i)  Porter, Michael E., Competit ive Advantage. 

(i i i ) Schnarrs Steven P., Managing Imitation Strategies: How 

later entrants seize Markets from pioneer 

(iv) D ‘aveni, Richard, A Hyper-competi t ion: The Dynamics of 

strategic Maneuvering 
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1. Introduction 

 

In today’s multi -polar world, the condit ions under which the business 

functions are much more complex and uncertain than they were 

before. Strategy formulation entai ls establ ishing a proper f i rm 

environment that highlights the crit ical importance of analysing the 

international business environment. The essence of any successful 

business strategy is i ts environmental  orientation. Since, there are 

some fundamental dif ferences between the business operations in 
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the domestic and the international markets, for a successful 

strategy, there is a need to understand the complexit ies of the 

international markets. It  is more than unl ikely that a f irm can extend 

its domestic strategies into the foreign markets. Mere understanding 

of the customer requirements is not enough. A company has to go 

beyond its internal strategies, understanding customer 

requirements.  

What makes a business strategy successful in one market and a 

fai lure in another market is because of the dif ference in the f irms’ 

capabil i t ies to understand and respond to the international business 

environment.  

 

2.0 Objective 

The objective of this lesson is to acquaint the students with the 

business environment, which is faced by the companies, when they 

tread out of their home countries into the global markets. 

 

3.0 Presentation of Contents 

3.1 Components of international business environment 

The envi ronment is a complex entity, having dif ferent components, 

which can be classif ied according to dif ferent basis. The simplest 

classif ication of business environment is to comprehend i t as 

comprising of two categories: 

(a) Control lable environment (also cal led as the internal 

environment, or the task environment) 

(b) Uncontrol lable environment (also cal led as the external 

environment, or the remote environment).  

These components are explained in the fol lowing discussion. 
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3.2 Internal (Control lable) environment  

The internal environment of a f irm decides its competence to do 

business in foreign countries. It is also called as the control lable 

component of international business environment because the 

company can control i t to a great extent. Some of the components of 

internal environment are: 

3.2..1 Mission  

The f irm’s mission decides the course of action that a f irm wil l  fol low 

in order to survive and grow.  In the present t imes, the f irms develop 

a few core competences and develop thei r entire global business 

plan on its basis. They do not dissipate their resources by venturing 

into too many businesses, but concentrate on their core strengths 

and do not mind outsourcing the rest.  

 

3.2.2 Strategy 

The mission translates into more operational paradigm in the form of 

strategy, which operates at various levels. Firms often develop core 

competences, but only a few are able to convert i t into successful 

business. The classical case of Cannon vs Xerox is an example. 

Both the companies started by developing core competence in 

optical scanning, but over a period of t ime, Xerox outsmarted the 

former by its superior strategy. Cannon, at one time, had practical ly 

driven Xerox even out of i ts home country i .e. USA. But, Xerox 

developed a very comprehensive marketing and customer service 

strategy and regained its leadership in the photocopier industry. 

 

3.2.3 Operations 

The operations refer to the operating competence of a company i .e., 

how well  i t  is able to undertake the work at the ground level. It is 

that paradigm of the strategy, which can be implemented.   A f irm’s 
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cost leadership, i ts marketing strategy, i ts production eff iciency and 

the nature of i ts human resources have a signi f icant impact on the 

success of a company. 

 

Although, the above components are called as the control lable 

components of business environment, but in a strict sense, they 

might not remain control lable at al l  t imes. The external 

uncontrol lable components can become too powerful and can even 

inf luence the strategy of a company. For example, when Coke and 

Pepsi faced a problem because of the presence of pest icides, their 

strategies had to be redrafted because of a sudden development in 

the external environment. 

 

3.3 External (Uncontrol lable) environment  

The external environment, also called as uncontrol lable has been 

divided into two components, namely foreign and international.  The 

foreign environment comprises of the environmental  conditions 

prevail ing in the host country, while the international environment 

refers to the overall  international circumstances, which inf luence the 

conduct of business. In practice, such a division is not fol lowed 

strictly and the external environment is studied as one component. 

Some of the sub-components of the external environment are: 

3.4 Economic environment 

3.5 Pol it ical environment 

3.6 Legal and regulatory environment 

3.7 Cultural environment 

3.8 Demographic environment 

 

3.4 Economic environment 

The economic environment is a major determinant of market 

potential and opportunity. Since the single most important indicator 
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of market potential is income, the f i rst step in determining the 

potential of a country or a region is to identify the total , and even 

more signif icantly, the per capita income. In general, as peoples’ 

income rises, they spend less on the necessit ies and more on the 

discretionary purchases. One of the ways of determining market 

potential for a product is to evaluate product saturation levels. In 

general , i t  is appropriate to compare the saturation levels of 

countries or of consumer segments with similar income levels. 

Countries and markets go through typical  stages of market 

development. Although, development is on a continuum, it is 

possible to identi fy distinct stages and formulate general  estimates 

about the type of the market that wi l l  be found in a country or a 

market at a particular stage of development. In advanced countries, 

for example, more than half  the GNP is accounted for by te services 

as opposed to goods. In under-developed countries, the proportion 

of services is very low. 

 

3.4.1 Economic systems 

Although, communism is said to have fai led, but a social istic thought 

does inf luence the economic decision-making. People feel that  the 

fruits of economic development must pass on the larger sections of 

the society. Tradit ionally, the economic systems are classif ied as 

capital ist and communist. However, in the present t imes, a new 

blend of  the two is emerging, as has been very successful ly shown 

by China. German, the home of Karl  Marx does hold the social ist 

philosophy in high esteem and its ideology can be seen in the 

regulatory framework of the country. Workers have a participation in 

the decision making process of the companies.  
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3.5 Pol it ical environment 

The poli t ical environment has a lot of inf luence on the activi t ies of a 

f irm. The poli t ical  setup and the decision making of a country have a 

lot of inf luence on the strategy formulation of the f i rms. The 

components of the poli t ical environment are explained in the 

fol lowing discussion. 

 

3.5.1 Types of poli t ical systems 

By and large, the communist or the social ist form of government is 

not working in many countries, but the impact of social ism as a 

philosophy does persist.  There are countries l ike Pakistan, which 

fol low dictatorship style of government, whi le most countries in 

Europe and North America fol low democracy.  Even the democracy 

has various forms such as the presidential  form, as prevalent in 

USA, or the parl iamentary form of government, as in UK and India.  

Some countries in the Middle East have a typical theist –polit ical  

set-up, while others are secular countries.  

In business, the form of government has a direct impact, because 

each form of government has its own typical set of policies, 

programmes and priorit ies. These have an impact on the regulatory 

mechanist of the countries and the business has to comply with the 

laws of the land.  

 

3.5.2 Pol it ical instabi l i ty 

Despite diverse poli t ical systems, no system is bad if i t works in a 

stable manner. The biggest problem arises when there is poli t ical  

instabil i ty. Some of the examples of poli t ical instabil i ty are: 

  In Italy, over 45 governments changed in 50 years 

  Last decade has seen rapid changes of governments in Japan 

  India is passing through the ear of coali t ion governments 



 7

  Pakistan had a mil itary coup and then a democracy, control led 

by the mil i tary dictator 

  Afghanistan was under the rule of fundamentalist Taliban and 

then is heading towards a more democratic set up 

  Iraq has seen a change in regime, enforced by America 

  There are coups and genocides in Sierra Leone, Ethiopia, 

Eritrea,  Congo and many other African countries 

In each of the examples quoted above, we f ind an element of 

uncertainty. The forms of government change and so do the nature 

of doing business with that country. For a f irm aspiring to market i ts 

products abroad, i t has to careful ly study the type of the pol i t ical 

system and the stabil i ty. In countries, which are poli t ical ly instable, 

the business takes extra protective measures and restricts i ts 

operations to exporting or joint ventures. However, in the countries 

with high poli t ical  stabil i ty, the business makes direct investments. 

China has attracted maximum foreign direct investment because of a 

stable pro-business atti tude of the government. Despite being a 

social ist state, China has transformed itself  to the needs of t ime and 

has opened up its economy at a fast rate. On the other hand, the 

ghost of regulatory set-up of the yesteryears continues to haunt 

India and we see less investment here. 

Even within India, we see lesser investment in the states such as 

Kerala and West-Bengal because of the left ist parties in power. We 

f ind a signi f icant dif ference in the investment, even within Punjab 

and Haryana, partial ly attributed to favourable government policies.  

 

3.5.3 Pol it ical risk 

Although, often correlated, poli t ical instabi l i ty and poli t ical risk do 

not go together always. In the f irst three examples quoted in the 

above para we f ind that although the governments changed rapidly 

in India, Japan and Italy, the basic pol icies of the government did 
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not change. Business had a sense of security while doing business 

in these countries. However, the war in Afghanistan and Iraq has 

had a tremendous impact on the business. Not many companies are 

taking the init iat ive of doing business in these countries. They prefer 

to wait t i l l  normalcy returns. 

Pol it ical risk in more associated with the uncertainty and 

unpredictabil i ty of the pol i t ical parties in power in a country.  

Basically, poli t ical risk depends on two factors: 

(i)  The wil l ingness of a government to keep the situation under 

control.  

(i i) The abi l i ty of the government to keep the situation under 

control  

 

The careful analysis of the poli t ical system can greatly reduce the 

associated risks. 

 

3.6 Legal and regulatory environment 

The marketers must careful ly study the legal and regulatory system 

prevalent in the countries to avoid the situations that might result in 

confl ict, misunderstanding or outright violation of the laws of the 

foreign country. Some of the important aspects, worth consideration, 

in the legal and regulatory environment are: 

 

3.6.1 International Law 

International law has existed since the sixteenth century, although, 

i t has undergone a change in the form over the years. The 

international bodies such as UN, WTO and the regional groupings 

have been instrumental in developing the international rules and 

regulations. These international laws are rati f ied by the participating 

countries and are binding in nature. Hence, the business must 

understand them correctly to ensure compliance.  
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3.6.2 Confl ict of laws 

While doing business across nations, there can arise situations 

when the laws of two or more countries can be confl icting. The 

businessmen must study these laws and take measures to avoid 

being caught in such a si tuation. For example, most of the countries 

of Middle East want that the goods should be dispatched to them 

only in those ships, which do not go to Israeli  ports. They ask for a 

certi f icate from the shipping l ine in this regard. I f   an exporter 

ignores this law, he can be in a very dif f icult situation and can incur 

heavy losses. 

 

 

3.7 Cultural environment 

Culture is the set of shared values of a society. It  encompasses 

rel igion, language, customs, tradit ions and beliefs, tastes and 

preferences, social strati f ication, social insti tutions, buying and 

consumption habits etc.  It has several interfaces where it 

inf luences the business. Some of the important interfaces where 

culture affects business are: 

 

3.7.1 Culture and Organizational Behaviour 

In their book on international management, Hodgetts and Luthans 

have identif ied the fol lowing points where culture affects 

organizational behaviour: 

(i)  Central ized vs decentral ized decision-making 

In some societies, al l-important organizational decisions are made 

by the top management, whi le in others, the decisions are di f fused 

throughout the organization. For example, the decision making is 

highly decentral ized in Japanese f irms, while i t is highly central ized 

in American f irms. There are cultural reasons ascribed to this. 
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(i i) Safety vs risk 

The decision-makers in some organizations are averse to risk, whi le 

some take risk and thus make higher gains. The risk bearing 

behaviour of groups is also a cultural  phenomenon. This inf luences 

investment decisions at the organizational levels and at the micro 

level of the consumers, i t has i ts impact on the buying habits. 

People who take risk buy new and innovative products, while others 

prefer to stick to tested products. 

(i i i ) Individual vs group reward 

In some societies, such as the Japanese, the group reward is valued 

more than the individual reward, which is the order in he American 

f irms. 

(iv) High vs low organizational loyalty 

Extrapolating the above point,  the societies with strong inter-

personal t ies have a high degree of organizational loyalty, whi le 

those who value individual achievements have low organizational 

loyalty. 

 

3.7.2 Culture and perception 

Culture has a great bearing on how people view themselves and 

their surroundings, which inf luences their behaviour. From the 

perspective of business, the manner in which the people view the 

fol lowing are important: 

(i)  Views of themselves 

People lay varying degree of importance on self-grati f icat ion. For 

example, in the earl ier t imes, people had a high degree of 

propensity to show off  their splendour. Their consumption and 

spending behaviour was towards extravaganza. Nowdays, people 

are hard pressed with resources and are driven by value whi le 

purchasing. Business needs to study the general trend of buying and 

take appropriate decisions. 
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(i i) Views of others 

A trend from ‘me society’ to ‘we society’ is being shown by the 

people at large. People feel the pain of others and offer a helping 

hand to them. The exploitative authori tative manner of business 

cannot be successful in today’s paradigm. 

(i i i ) Views of organizations 

Under the pressure of performance and incentive, people as well as 

organizations have undergone a deep change in their relationship. 

Employment is no longer for the whole l i fetime and the organization 

is no longer perceived as the bread-giver. Such a shif t in the 

relationship has its impact on the management of human resources 

in organizations. 

 

3.7.3 Subculture 

Within the culture, there exist several sub-cultures, which exhibit  a 

similar inf luence on the business. A subculture is a variant of the 

culture. While i t shares values and bel iefs with the cul ture, i t does 

modify i t according to the specif ic requirements of the group. For 

example, although people al l  over India share common values, 

celebrate common festivals and profess similar rel igious beliefs, 

there are several variations at local levels. Hindus of Punjab would 

fol low dif ferent ri tuals from those in Bengal or Madras. The marketer 

must understand the subculture as well  whi le adapting to the local 

conditions. 

 

3.7.4 Culture and business 

The culture can have a profound impact on business. The fol lowing 

examples wil l  make this more clear: 

(i)  Language 

Words acquire different meaning when spoken in dif ferent 

languages. So, the marketers have to understand the language of  
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the host country and speak in the words understood by the people 

there. An of fensive marketing campaign can ruin the prospects of 

sell ing even the best products. Proper understanding of language 

can contribute heavi ly towards the success of any communication 

and negotiation of business.  

(i i) Customs and ri tuals 

The knowledge of customs, ri tuals, festivals etc. is important 

because people exhibit typical spending behaviour at dif ferent 

t imes. For example, hindus go on a shopping spree during the 

navratras and stop al l  important purchases during the shradhas. 

Musl ims and Christians make heavy purchases during ramzan and 

Christmas. A marketer can identi fy the right marketing opportunit ies 

and design the marketing strategy.  

(i i i ) Mannerism and ettiquates 

The manners and ettiquettes vary with cul ture and their knowledge 

is important while negotiating any deal with the customers. 

(iv) Time perspective 

People have varying perceptions on t ime. Some culture are very 

punctual and work fast and adhere to schedule, whi le others work 

with leisure. The time perspective of the target country must be 

understood and the strategy designed accordingly. 

(v) Decision-making 

 Culture has a profound impact on the decision-making behaviour of 

the people. While working in the countries where decision making is 

slow, one must not push for decision and vice versa.  

 

To conclude, understanding of culture is of vital importance for 

anyone aspiring to be successful in business in foreign lands. 

Although, the world is becoming global and there is a high degree of 

cultural  dif fusion,  sti l l ,  there is a need to adapt to the local 

environment, of which culture is an important constituent. 
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3.8 Demographic environment 

Management gurus have stated this long ago that ‘management is 

men, while marketing is people.’ Al l business activit ies ult imately 

revolve around the people. People are the cause of any business. 

So, any changes in their population has an impact on the business. 

Some of the important ways in which demographic environment 

inf luences business can be stated as under: 

(a) Population size 

(b) Age distribution 

(c) Migration 

(d) Education and occupation 

 

3.9 Technological environment 

Probably, technology is the single most important factor, which has 

inf luences the business. Particularly the advances made in the f ield 

of information technology have revolutionized the manner in which 

business is conducted. The people of today are much more informed 

and have the entire information available to them, at the cl ick of a 

mouse. The business f irms have to make use of the opportunity and 

use technology to i ts advantage.  

 

4 Summary 

The key to the success of any business strategy l ies in the dexteri ty 

of the business managers to understand the environment and act 

upon it. The environment comprises of the control lable and 

uncontrol lable components, each having its own components and 

asserting a varying degree of inf luence on the f irms. The 

uncontrol lable factors include the demographic, poli t ical, socio-

cultural , technological components, while the control lable 

components comprise of the marketing strategy of  a f irm. The 
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careful analysis of business helps in the identif ication of the threats 

and opportunit ies and formulating the right kind of the strategy. 

 

5.0 Self-Assessment Questions 

 

Q.1 Define business environment. W hy is i t necessary to study the 

same? 

Q.2 Differentiate between the control lable and uncontrol lable 

components of business environment. 

Q.3 What are the recent changes in the economic environment, 

which have inf luences the business? 

Q.4 Brief ly discuss the role of culture in business. 

Q.5 Discuss how the technological innovations in the recent t imes 

inf luence the business. 

 

6.0 Suggested Reading 

1 Cateora Phil ip R (1997), International Marketing, 9th  Edition, 
Irwin/McGraw HIU,  

2 Terpestra, Vern (1972) International Marketing, Halt, Reinhart 
and Winsten Inc. 

3 Sundaram, Anant K. and J. Stewart Black (2000) The 
International Business Environment: Text and Cases, Prentice 
Hall  of India Pvt. Ltd., New Delhi. 

4 Keegan, Warren J. (1997) Global Marketing Mangement, 
Prentice Hall of India Pvt. Ltd., New Delhi.  

5 Cherunilam Francis (2004) International Business: Text and 
Cases, Prentice Hall of India Pvt. Ltd.,  New Delhi  
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1.0 Introduction: 

The process by which organizations monitor their relevant 

environment to identify opportunit ies and threats affecting their 
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business is known as environmental  scanning. We turn to the 

methods and techniques employed by the organizations to 

monitor their environment and together data to derive 

information about the opportuni t ies and threats affecting thei r 

business. 

2.0 Lesson of objectives: 

This chapter discusses the concept and techniques of 

environmental scanning.   

3.0 Presentation of Contents: 

3.1    Environmental Scanning: 

Environmental Scanning is helpful in monitoring the environment. 

An organization can consider the impact of the dif ferent events, 

trends, issues and expectations on i ts strategic management 

process. Since the environment facing any organizat ion is 

complex and scanning is absolutely essential, strategists have to 

deal cautiously with the process of environmental  scanning. They 

have to make efforts to deal with i t  in such a manner that 

unnecessary time and effort  is not expanded, while important 

factors are not ignored. 
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3.4 Methods & Techniques for Environmental scanning: 

There is range of methods & techniques avai lable for 

environmental scanning. There are formal and systematic 

techniques as well as intuit ive methods available. Several 

attempts have been made to develop the techniques for 

environmental scanning. One of the pioneering work done by 

Fahey, King and Narayanan have identif ied the fol lowing 

techniques environmental  scanning and forecasting strategic 

planning:  

(i)  Scenario-writ ing  

(i i) Simulation  

(i i i ) Morphological analysis  

(iv) PPBS  

(v) Game theory   

(vi) Cross-impact analysis  

(vi i)  Field anomaly relat ion  

(vi i i ) Multi-echelon coordination and forecasting techniques. 

Many of these techniques are based on the statist ical  methods 

that are used for forecasting some of these l ike Scenario wri t ing 

may not use statist ical information but employ informed judgment 
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and intuit ion to predict what the future is most l ikely to be. This 

may be expressed in the form of a descriptive statement or 

report. The four steps involved in applying these techniques are: 

1. Strategists make observation about the major events and 

trends in their industry.  

2. Then they speculate on a wide range of important issues 

that might affect the future of their organizations by 

scanning the environment broadly and comprehensively. 

3. The director prepares a report summarizing the major 

issues and their implications and three to f ive scenarios 

incorporating the major themes of the discussion 

4. The report and scenarios are reviewed by a group of  

strategists who identi fy feasible strategic options to deal 

with the evolving environment. The options are ranked and 

teams are designated to develop strategies. 

After the environmental scanning process is complete, the 

strategists are faced with the problem of structuring the mass of 

information available to them. The problem boils down to si f t ing 

the information in such a manner that a clear picture of the 

opportuni t ies and threats operating in dif ferent sectors of the 

environment facing the organization could emerge. 
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3.5 Sources of Environmental Scanning: 

Various sources of information which are tapped for col lecting 

data for environmental scanning could be classi f ied in di f ferent 

ways. There could be formal and informal sources, or written and 

verbal sources. In terms of origin, the data sources could be 

external and internal.  

(i) Documentary or Secondary sources of 

information: 

These could be newspaper, magazines, journals, books, trade 

and industry association newsletters, government publications, 

annual reports of competitors, companies and so on. 

(ii) Mass media: 

Radio, television and internet. 

(iii) Internal sources: 

Company f i les and documents, management information 

systems, database, company employees,  and so on. 

(iv) External Agencies: 
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Customers, marketing intermediaries, suppliers, trade 

associations, government agencies and so on. 

(v) Formal Studies: 

Employees, market research agencies, consultants and 

educational insti tut ions. 

(vi) Spying and surveillance:  

Through ex-employees of competitors, industrial  espionage 

agencies. 

3.4 Data sources in Indian firms 

Following are a few selected and important sources which can be 

used in the Indian context for collecting information for 

environmental scanning: 

(i) International Publications: 

a) Intergovernmental  and international agencies l ike UN, 

UNESCO, ILO, WHO, UNDP are a rich source of international 

statistical data. 

b) International private data agencies such as country rating 

agencies l ike standard &poor, Moody’s and other provide 
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ranking of countries with regard to their attractiveness for 

foreign investments. 

(ii) Government Publication: 

a) Governmental information sources such as the Census of 

India reports, f ive-year plan reports, statistical abstract of 

Indian Union and others provide valuable macro level data 

useful for planning purposes. Stat istical abstracts and 

statistical hand books are published by several central and 

state government agencies. 

b) Periodic reports l ike economic surveys, annual surveys of 

industries annual reports of ministries and so on, which 

provide current data and ref lect governmental thinking and 

priorit ies. 

c) Occasional reports brought out by various statutory agencies, 

such as guidelines to industries, pol icies related to specif ic 

industry, exim policies, and so on. 

d) References, such as India - A reference Annual published by 

the Ministry of  Information, contains comprehensive 

information on the geographic and demographic features of 

India. 
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(iii) Institutional Publications: 

a) The Bombay Stock Exchange Directory contains valuable and 

timely statistical and f inancial data related to public l imited 

companies besides latest information on statutory and other 

regulations. 

b) An example of one of the several industrial  directories 

brought out in India is Kothari ’s industr ial Directory of India. 

c) Publications of market research agencies such as National 

Council for Applied Economic Research a statutory agency, 

provide extensive contemporary data on the demographic 

prof i le of customers that can be used for strategic and market 

planning. 

d) Publications of trade and industry federations such as CII,  

Federation of Indian Chambers of Commerce & Industry, 

Association of Chambers of Commerce & Industry. 

(iv) Online database and systems: 

a) Online databases are a rich source of statistical and other 

type of data regarding the economy, industry, and the 

corporate sector.  Several  online databases are available 

worldwide covering a vast range of subjects. 
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b) With the emergence of the internet, the avai labi l i ty of data 

has increased manifold. The internet is a convenient way to 

access online databases of several  types of organizations. 

(v) Industrial espionage agencies: 

Private agencies provide information and reports on competitor 

plans and activit ies which are essential for strategic planning. 

3.7 Factors affecting Environmental Scanning: 

There are so many factors which should be considered for 

Envi ronmental Scanning. Some of them as fol lows: 

1. Events are important and specif ic occurrences taking place 

in dif ferent envi ronmental sectors 

2. Trends are the general tendencies or the courses of action 

along which events take place. 

3. Issues are the current concerns that arise in response to 

events and trends. 

4. Expectations are the demands made by interested groups 

in the l ight of their concern for issues. 
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3.8 Approaches of Environmental Scanning: 

Kubr has suggested three approaches which could be adopted 

for sorting out information for environmental scanning: 

1. Processed –form approach: 

To adopt this approach, an organizat ion uses information in a 

processes form, available from di f ferent sources both inside and 

outside the organization. When an organization uses information 

supplied by government agencies or private insti tution, i t uses 

secondary sources of data nd the information is available in a 

proceed form. 

2. Ad hoc approach: 

Using this approach, an organizat ion may conduct special  

surveys and studies to deal with specif ic environmental issues 

from time to t ime. Such studies may be conducted, for instance 

when an organization has to undertake special projects, evaluate 

existing strategies, or devise new strategies. Changes and 

unforeseen developments may also be investigated with regard 

to their impact on the organization. 
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3. Systematic approach: 

Under this approach, information for environmental scanning is 

col lected systematical ly. Information related to markets and 

customers, the changes in legislation and regulations which have 

a direct impact on an organisation’s activit ies, governmental  

policy statements pertaining to an organisation’s business and 

industry, and so on, could be col lected continuously to monitor 

changes and take the relevant factors into account. Continuously 

updating such information is necessary not only for strategic 

management but also for operational activit ies. 

Since environmental scanning is absolutely necessary for 

strategic formulat ion, organizations use di f ferent practical 

combinations or approaches to monitor their relevant 

environments. These approaches may range from an informal 

assessment of environmental factors to a highly systematic and 

formal procedure. Informal assessment may be adopted as a 

reactive measure to a crisis and ad hoc studies may be 

undertaken occasionally. A highly systematic and formal 

procedure may be used as a proactive measure for the 

anticipation of changes in environmental factors and structured 
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data collection and processing systems may be used 

continuously. 

Between the two extremes of the informal and formal approaches 

may l ie dif ferent stances adopted by organizations depending  on 

varying degrees of concern. Such stances are situational. For 

example, when an issue-related decision has to be taken, 

periodic monitoring of the environment may be done. Systematic 

and ad hoc approaches can be used for the relevant environment 

of the organization while the processed form approach could be 

used to appraise both the relevant as well as the general  

environment. Whatever approach is adopted for environmental 

scanning , data collection is necessary for deriving information 

about environmental factors.  

4.0 Summary 

It is summarized that, by monitoring the environment through 

environmental scanning, an organization can consider the impact 

of dif ferent events, trends, issues and expectations on its 

strategic management process. Since the environment facing any 

organization is complex and scanning is absolutely essential,  

strategists have to deal with cautiously with the process of 
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environmental scanning. They have to make efforts to deal with 

i t in such manner that unnecessary time and efforts is not 

expended, whi le important factors are not ignored. 

4.0 Self Assessment Questions: 

1. What points need to be considered whi le using a particular 

method or technique for environmental scanning? 

2. Explain the four steps to be taken in QUEST? 

3. How can the internet be used as a source of information for 

Envi ronmental Scanning? 

4. Name some important insti tut ional publications in India 

which could serve as a source of Environmental Scanning? 

5. Define dif ferent Approaches of Environmental Scanning? 

5.0 Suggested Readings: 

1. Davis, K, The Challenge of Business 

2. Fahey, L, W R King and V K Narayanan, “ Environmental 

scanning and forecasting in strategic planning”. 

3. LeBell, D and O J Krasner, “ Selecting environmental 

forecasting techniques for business planning requirements” 
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4. Nanus, B, “QUEST-Quick Environmental  Scanning 

Technique” 

5. Glueck W F and LR Jauch, Business Policy and Strategic 

Management 
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1.0  Introduction:  

In response to the ever changing business environment, no f i rm can 

fol low a single strategy. The changing situations demand dif ferent 

sets of strategies, to be fol lowed by the f irms. There are the several 

types of strategies that can be adopted by the f i rms, such as the 

stabil i ty strategies; expansion strategies through concentration, 
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integration, diversif ication, cooperat ion and internationalization 

strategies. Besides them, the f irms can also pursue integration,  

cooperation, retrenchment, strategies of turnaround, divestment and 

l iquidation and f inal ly the combination strategies. The applicabil i ty 

of these is situation specif ic. 

2.0 Lesson of Objectives: 

This lesson shall famil iarize you with various special ized strategies 

fol lowed by the f irms. 

3.0 Presentation of Contents: 

3.1 Grand Strategies: 

Corporate-level Strategies are basically about the choice of 

direction that a f irm adopts in order to achieve its objectives. There 

could be small business f irm involved in a single business, or a 

large, complex and diversi f ied conglomerate with several dif ferent 

businesses. The corporate strategy in both these cases is about the 

basic direction of the f irm as whole. In the case of the small f irm, i t 

could mean the adoption of course of action that would yield a better 

prof it for the f irm. In the case of the large f i rm the corporate-level 

strategy is also about managing the various businesses to maximize 

their contribution to the overall  corporate objectives. 
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The complexity of large f irms arises from the fact that each of i ts 

businesses, def ined along these three dimensions, wil l  result in a 

variety of customer groups, customer functions, and alternative 

technologies that a f i rm is involved with. It is common to f ind 

multibusiness f irms with interests in serving a diverse base of 

customer groups, performing a variety of customer functions for 

them, and marking use of a range of several dif ferent technologies. 

Corporate-level organizat ion strategies are basically about decisions 

related to al locating resources among the dif ferent businesses of a 

f irm, transferring resources from one set of businesses to others 

and managing and nurturing a portfol io of businesses in a such a 

way that the overal l  corporate objectives are achieved. An analysis 

based on business definit ion provides a set of strategic alternatives 

that an organization can consider. 

3.2 Types of Grand Strategies: 

There can be a large number of the grand strategies that can be 

fol lowed by the f irms. Some of them are: 

3.2.1 Stabil i ty Strategy 

3.2.2 Expansion Strategies 

3.2.3 Retrenchment Strategies 

3.2.4 Combination Strategies 
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3.2.1 Stability Strategy: 

The stabil i ty strategy is adopted by an organization when it attempts 

an incremental improvement of i ts functional performance. The f irms 

can bring about marginal changing of one or more of i t businesses 

in terms of their respective customer groups, customer functions 

and alternative technologies- either singly or col lectively.  

In order to understand how stabil i ty strategies work, here are 

three examples to i l lustrate how organizations could aim at 

stabil i ty in each of the three dimensions of customer groups, 

customer functions, and alternative technologies. 

  A packaged tea company provides a special service to i ts 

insti tutional buyers apart from its consumer sales through 

market intermediaries, in order to encourage bulk buying 

and thus improve its marketing efficiency. 

  A steel company modernizes its plant to improve eff iciency 

and productivity. 

  A copier machine company provides better after sales 

service to i ts existing customers to improve i ts company 

and product image and increase the sale of accessories 

and consumables. 
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All the three companies here do not go beyond what they are 

presently doing, they serve the same markets with the present 

products using the existing technology. The strategies aim at 

stabil i ty by causing the companies to marginally improve their 

performance, or at least lett ing them remain where they are in case 

face a volati le environment and a highly competit ive market. The 

essence of stabil i ty strategies is sustaining a moderate growth in 

l ine with in the existing trends. Where substantial growth is aimed 

at, the strategy of expansion has to be adopted. 

3.2.2 Expansion Strategies: 

The expansion grand strategy is fol lowed when an organization that 

aims at high growth by substantial ly broadening the scope of one or 

more of i ts businesses in terms of their respective customer groups, 

customer functions and alternative technologies singly or jointly- in 

order to improve its overall  performance .Some of the examples of 

the expansion strategies are as under: 

  A Chocolate manufacturer expands its customer 

groups to include middle-aged and old person 

amongst i ts existing customers comprising of children 

and adolescents. 

  A Stockbrokers f irm offers personalized f inancial  

services to small investors apart f rom its normal 
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functions of dealing in shares and debentures in order 

to increase the scope of i ts business and spread i ts 

risks. 

  A printing f i rm changes from the tradit ional letter 

press printing to desk-top publishing in order to 

increase its production and ef ficiency. 

In each of above cases, the company moved in one or the other 

direction so as to substantial ly al ter i ts present business definit ion. 

Expansion strategies have a profound impact on a company’s 

internal configurat ion causing extensive changes in almost al l  

aspects of internal functioning. 

3.2.3 Retrenchment Strategies:  

A retrenchment grand strategy is fol lowed when an organization 

aims at a contraction of i ts activit ies through substantial reduction 

or the el imination of the scope of one or more of i ts businesses, in 

terms of their respective customer groups, customer functions or 

al ternative technologies-ei ther singly or jointly-in order to improve 

overall  performance. 

Retrenchment involves a total or partial withdrawal from either a 

customer group customer function, or the use of an alternative 
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technology in one or more of the f i rm’s businesses, as can be seen 

from the situation given below: 

  A pharmaceutical f irm pulls out from retai l  sel l ing to 

concentrate on inst itutional sell ing in order to reduce the size 

of i ts sales force and increase marketing efficiency. 

  A corporate hospital decides to focus only on special ty 

treatment and realize higher revenues by reducing i ts 

commitment to general cases which are typically less 

prof itable to deal with. 

In this manner, retrenchment attempts to trim and fat and results in 

a sl immer organization bereft of  unprof i table customer groups, 

customer functions or alternative technologies. All  the situations 

described above are in fact an over simplif ication of the complex 

reali ty that an organization faces. In order to deal with the real-l i fe 

si tuations, organizations have to evolve a combination of the three 

grand strategies. 

3.2.4 Combination Strategies: 

The combination grand strategy is fol lowed when an organization 

adopts a mixture of stabil i ty, expansion and retrenchment ei ther at 

the same time in i ts di f ferent businesses, or at dif ferent t imes in the 

same business with the aim of improving i ts performance. 
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Any combination strategy is the result of a serious attempt on the 

part of strategist to take into account the variety of environmental 

and organizational factors that affect the process of strategy 

formulation. Complicated situations general ly require complex 

si tuations. Combination strategies are the complex situations that 

strategists have to offer when faced with thr diff icult ies to real l i fe 

business. 

A Paint company augments its offering decorative paints to provide 

a wider variety to i ts customers and expands its product range to 

include industrial and automotive paints, Simultaneously, i t decides 

to close down the division which undertakes large-scale painting 

contract jobs (retrenchment). 

3.3 Diversification Strategies: 

Diversif ication is a much used and much-talked about set of 

strategies. These strategies involve al l  the dimensions of strategic 

al ternatives. Diversif ication may involve internal or external, related 

or unrelated, horizontal or vertical, and active or passive 

dimensions-either singly or collectively. Essential ly, diversif ication 

involves a substantial change in the business definit ion- singly or 

jointly- in terms of customer functions, customer groups or 

al ternative technologies of one or more of a f i rm’s business. 

Diversif ication strategies are one of the most important types of 
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strategies for expansion. Dif ferent types of diversif ication strategies 

are explained in the fol lowing discussion. 

3.3.1 Different Types of Diversification Strategies: 

(a) Concentric Diversif ication 

(b) Conglomerate Diversif ication 

(a) Concentric Diversification: 

When an organizat ion takes up an activity in such a way that i t is 

related to the exist ing business definit ion of one or more of a f irm’s 

businesses, either in terms of customer groups, customer functions 

or alternative technologies, i t is called concentric diversif ication. It 

may of three types: 

Marketing-related concentric diversification: When a similar type 

of product is offered with the help of unrelated technology. 

Technology-related concentric diversification: When a new type 

of product or service is provided with the help of related technology. 

Marketing-and technology-related concentric diversification: 

When a similar type of product or service is provided with the help 

of related technology. 
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(b) Conglomerate diversification: 

When an organization adopts a strategy which requires taking up 

those activit ies which are unrelated to the existing business 

definit ion of one or more of i ts businesses, either in term of their 

respective customer groups, customer functions or alternative 

technologies, i t is called conglomerate diversif ication. 

3.3.2 Situations of diversification strategies 

1. Diversif ication strategies are adopted to minimize risk by 

spreading across several businesses. 

2. Diversif ication may be used to capital ize on organizational 

strengths or minimize weaknesses. 

3. Diversif ication may be the only way out i f  growth in existing 

businesses is blocked due to environmental and regulatory 

factors. 

3.4 Integration Strategies: 

We referred to the horizontal and vertical dimensions of grand 

strategies. These dimensions are used to define what are known as 

integration strategies. The pivot which integration strategies are 

designed is the present set of customer functions and customer 

groups. In other words, a company attempts to widen the scope of 

i ts business defini t ion in such a manner that i t results in serving the 
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same set of customers. The alternative technology dimension of the 

business definit ion undergoes a change. 

Integration is an expansion strategy as its adoption results in a 

widening of the scope of business definit ion of a f irm. Integration is 

also a subset of diversif ication strategies as it involves doing 

something different from what the f irm has been doing previously. 

Several process-based industries, such as petrochemicals, steel, 

texti les have integrated f irms. These f i rms deal with products with a 

value chain extending from basic raw materials to the ul t imate 

consumer. Firms operating at one end of the value chain attempts to 

move up or down in the process while integrating activit ies adjacent 

to their present act ivit ies. 

There are certain conditions under which f irms are motivated to 

adopt integration strategies. Transaction cost economics, a branch 

of study in the economics of transactions and their costs helps to 

explain the situat ion where integration strategies could work. 

According to transaction cost economics a make or buy decision is 

taken when f irms wish to negotiate with suppliers or buyers. The 

cost of making the items used in the manufacture of  one’s own 

products are to be evaluated against cost of procuring them from 

suppl iers. If  the cost of making are less than the cost of 
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procurement then the f irms moves up the value chain to make the 

item itself . 

3.4.1 Types of Integration: 

(a) Vertical Integration: 

When an organization starts making new products that serve its own 

needs, vertical integration takes place. In other words, any new 

activi ty undertaken with the purpose of either supplying inputs is 

vertical integration. 

(b) Horizontal Integration: 

When an organization takes up the same type of products at the 

same level of production or marketing process, i t is said to fol low a 

strategy of horizontal integration. When a luggage company takes 

over i ts rival luggage company, i t is horizontal  integration. 

3.5 Merger Strategies: 

A merger is a combination of two or more organizations in which one 

acquire the assets and l iabil i t ies of the other in exchange for shares 

or cash, or both the organization are dissolved, and the assets and 

l iabil i t ies are combined and new stock is issued. For the 

organization which acquires another, i t is an acquisi t ion. For the 

organization which is acquired, i t is merger. If  both organizations 
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dissolve their identi ty to create a new organization, i t is 

consolidation. 

3.5.1 Types of merger: 

(a) Horizontal merger:  

It takes place when there is a combination of two or more 

organizations in the same business, or of organizations engaged in 

certain aspects of the production or marketing processes. For 

instance a company making footwear combines with another 

footwear company, or a retai ler of pharmaceuticals combines with 

another retai ler in the same business. 

(b) Vertical merger:  

It takes place when there is a combination of two or more 

organizations, not necessari ly in the same business, which create 

complementari ty either in terms of supply of materials or marketing 

of goods and services. 

(c) Concentric Mergers:  

It takes place when there is a combination of two or more 

organizations related to each other either in terms of customer 

functions, customer groups, or the alternative technologies used. 

This, a footwear company combining with a hosiery f irm making 
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socks or another specialty footwear company, or with a leather 

goods company making purses, handbags, etc. 

(d) Conglomerate mergers:  

It takes place when there is a combination of two or more 

organizations unrelated to each other, either in terms of customer 

behaviour, customer groups, or alternative technologies used. 

3.5.2 Reason for merger:  

For a merger to take place, two organizations have to act. One is 

the buyer organization and the other is the seller. Both these types 

of organizations have a set of reasons on the basis of which they 

merge. Gluck has identif ied the reasons as fol lows: 

i) To increase the value of organization’s stock. 

i i) To increase the growth rate and make a good investment. 

i i i ) To improve stabil i ty of earning and sales 

iv) Too balance, complete, or diversify product l ine 

v) To reduce competit ion 

vi) To acquire needed resources quickly 

vi i) To avail tax concessions and benefits 

vi i i) To take advantages of synergy 

ix) To increase the value of the owner’s stock and investments. 

x) To increase the growth rate. 
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xi) To acquire resources to stabil ize operations. 

xi i) To benefit from tax legislation 

xi i i) To deal with top management succession problem. 

3.6 Turnaround Strategies: 

Retrenchment may be done either internally or externally. For 

internal retrenchment to take place, emphasis is laid on improving 

internal eff iciency. This usually takes the form of an operating 

turnaround strategy. In contrast, strategic turnaround is a more 

serious form of external retrenchment and leads to divestment or 

l iquidation. Turnaround strategies derive their name from the action 

involved, that is, reversing a negative trend. 

3.6.1 Conditions for turnaround strategies: 

There are certain conditions or indicators which point out that a 

turnaround is needed i f  the organization has to survive. These 

danger signs are: 

1. Persistent negative cash f low 

2. Negative prof its 

3. Declining market share 

4. Deterioration in physical faci l i t ies 

5. Overmanning, high turnover of employees, and low 

morale 
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6. Uncompetit ive products or services 

7. Mismanagement 

3.6.2 Managing Turnaround:  

These are three ways in which turnarounds can be handled: 

1. The existing chief executive and management team handles 

the entire turnaround strategy with the advisory support of a 

special ist external consultant. The use of this method can only 

be successful i f  the chief executive has a reasonable amount 

of credibi l i ty left with the banks and f inancial insti tution and a 

qualif ied consultant is avai lable. This type of turnaround 

management i .e. under a existing team, is rarely attempted. 

2. In another situation, the existing team withdraws temporari ly 

and an executive consultant or turnaround special ist is 

employed to do the job. This person is usual ly deputed by the 

banks and f inancial insti tutions and after the job is over 

reverts to the original posit ion. This method is also very rarely 

used in India. 

3. The last method-the one most dif f icult to attempt but that is 

most often used-involved the replacement of the existing team, 

special ly the chief executive or merging the sick organization 

with the healthy one.  
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4.0 Summary: 

There can be a large number of the grand strategies that can be 

fol lowed by the f irms. Generically, the strategies have been 

classif ied as the stabil i ty strategy, expansion strategies, 

retrenchment strategies and the combination strategies. In the 

stabil i ty strategy, the f irm maintains a status quo in i ts activit ies, 

while in the expansion strategies, the f i rm makes heavy investment 

of resources with the aim of achieving expansion in i ts market share 

and prof itabil i ty.  In case the environment is not conducive for the 

growth of a f irm, it can come out of i t by retrenchment strategy. 

Often, not a single strategy is insuff icient for a f irm. Therefore, i t 

can also pursue a combination of the strategies. He f irms can also 

diversify to other businesses, or integrate/merge with other f irms to 

achieve greater synergies. Turnaround strategies are fol lowed by 

the f irms when they achieve a signif icant change in their operations 

and performance, often with the help of an external expert advice. 

The choice of each of these strategies is specif ic to a situation and 

the managers have to consider al l  the possible alternatives before 

deciding upon a single strategy. 

5.0 Self Assessment Questions:  

1. What is meant by corporate–level Strategy? 
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2. What are the different type of strategies under these corporate 

level strategies: 

i) Stabil i ty 

i i) Expansion 

i i i ) Retrenchment 

iv) Combination 

3. Explain the Diversif ication corporate level strategy? 

4. For the purpose is a buyer’s f irm motivated to go for a merger?  

A seller f i rm? 

5. What are the dif ferent approaches can be adopted to a 

turnaround? 

6.0 Suggested Readings: 

1. Abell, DF, Defining the Business- The starting Point of Strategic 

Planning. 

2. Glueck, W F and L R Jauch, Business Policy and strategic 

Management  

4. Harrison J S and C H St John, Strategic management of  

organizations and Stakeholders 

5. Thompson, A A Jr and A J Strickland III , Strategic 

Management – Concepts and Cases. 
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1.0 Introduction: 

The environmental dynamics can often call  for a specif ic 

response to a f irm’s strategic alternatives. The f irms may aim at 

achieving a signif icant change in the nature of their business 

mission, the strategies and the operational plans. Such a 

strategy is cal led the turnaround strategy. If  i t  cuts off  the loss-
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making units, divisions or SBUs curtai l  i ts product l ine, or 

reduces the functions performed, i t adopts a divestment strategy. 

If  none of these actions work, then it may choose to abandon the 

activit ies total ly, resulting in a l iquidation strategy. 

 

2.0 Lesson of Objectives:  

This lesson shal l explain you corporate level strategies, namely. 

divestment, l iquidation and combination strategies. 

 

3.0 Presentation of Contents 

3.1 Divestment strategies: 

Divestment strategy involves the sale or l iquidation of apportion 

of business, or a major division, prof i t center or SBU. Divestment 

is usually a part of rehabil i tation or restructuring plan and is 

adopted when a turnaround has been attempted but has proved 

to be unsuccessful. The option of  turnaround may even be 

ignored if  i t is obvious that divestment is the only answer. 

Harvesting strategies, a variant of the divestment strategies, 

involve a process of gradually lett ing a company or business 

wither away in a careful ly control led and calibrated manner. 

3.2 Reasons for divestment: 

A divestment strategy may be adopted due to various reasons: 
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1. A business that had been acquired proves to be a 

mismatch and cannot be integrated within the company. 

Similarly, a project that proves to be unviable in the long-

term is divested. 

2. Persistent negative cash f lows from a particular business 

create f inancial problems for the whole company, creating 

th need for divestment of that business. 

3. Severity of competit ion and inabil i ty of a f i rm to cope with 

i t may cause it to divest.  

4. Technological up gradation is required i f  the business is to 

survive but where it is not possible for the f irm to invest in 

i t. A preferable option would be to divest.  

5. Divestment may be done because by sell ing off  a part of a 

business the company may be in a posit ion to survive. 

6. A better alternative may be available for investment, 

causing a f irm to divest a part of i ts unprof itable business. 

7. Divestment by one f irm may be part of merger plan 

executed with another f irm, where mutual exchange of 

unprof itable divisions may take place. The assumption is 

that such an exchange is in mutual strategic interest. 
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8. Lastly, a f irm may divest in order not to attract the 

provisions of the MRTP Act or owing to oversize and the 

resultant inabil i ty to manage a large business. 

 

3.3 Approaches to divestment:  

A f irm may choose to divest in two ways. A part of the company 

is divested by spinning it off  as a f inancial ly and managerial ly 

independent company, with the parent company retaining or not 

retaining partial  ownership. Al ternatively, the f irm may sell  a unit 

outright. In the latter case, a marketing concept approach is 

advisable where a buyer is found who may consider the divested 

unit to be ‘strategic f i t”. In this way the l ikel ihood of the unit 

being sold prof itably is high. 

 

3.3.1 Decision to divest: 

The decision to divest is a painful one for the management as it  

amounts to admitt ing a fai lure. This is the reason why divestment 

is preferred option is the fact that several family business 

houses as well  as public sector companies in India have always 

been widely diversif ied. This made sense when l icensing was 

prevalent and expansion opportunit ies were severely l imited. 

Companies had no option but to diversify. With a wide-ranging 
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portfol io of businesses, companies now face the problem of 

dif fusion of core competencies. This is the reason why several 

companies in India are employing divestment as a strategy to 

streamline their business portfol io and emerge as a focused 

organization.  

Here are a few examples of how companies are attempting to 

use divestment strategies: 

1. Tata group is a highly-diversif ied entity with a range of  

business under i ts fold. They identi f ied their non-core 

businesses for divestment. TOMCO was divested and sold 

to Hindustan Levers as a soaps and detergents was not 

considered a core business for the Tatas. Similarly,  the 

pharmaceuticals companies of the Tatas-Merind and Tata 

Pharma- were divested to Wockhardt. The cosmetics 

company Lakme was divested and sold to Hindustan 

Levers, as besides being non-core business, i t was found 

to be non-competit ive and would have required substantial 

investment to be sustained. 

2. VST Natural  Products, the food business company of VST, 

the tobacco f i rm, was divested to the Global Green 

Company of the Thapar group. The reasons for divestment 

were: non-availabil i ty of raw materials and inadequate 
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working capital infusion. VST, the parent company, could 

not invest more as it was itself  running under a loss. 

3. Indian Organic Chemicals set up in 1960 by the Ghai group 

diversif ied into food processing in 1986 from its main 

business of organic chemicals. But by early 1989, i ts 

FUTURA foods division and another f i rm, convenience 

Foods, reached a posi t ion where they had to be divested. 

These units had been involved in the manufacturing of 

potato afers and banan chips, and had become unviable. 

The reasons for their fai lure were: unfair competit ion from 

the unorganized sector, technological problems, mismatch 

between the manufacturing orientation of the ghai group 

and the marketing orientation required for fast foods, and 

the lack of funds. 

As is evident from the above i l lustrations, divestment may be the 

result of fai lures. But i t may also be the result of prudent 

thinking to divestment in unprof i table l ines and divert resources 

to other areas so that the overal l  effect could make a company 

or business group more focused on its core competencies and to 

create competi t ive advantage. When divestment does not work, 

l iquidation may be only strategic alternative left.  
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3.4 Liquidation Strategies: 

A retrenchment strategy which is considered the most extreme 

and unattractive is the l iquidation strategy, which involves 

closing down a f irm and sell ing its assets. It  is considered as the 

last resort because it leads to serious consequences such as 

loss of employment for workers and other employees, 

termination of opportunit ies where a f irm could pursue any future 

activit ies, and the stigma of fai lure. 

3.4.1  Why is liquidation difficult or undesirable? 

Many small- scale units, proprietorship ventures, and partnership 

ventures l iquidate frequently, but medium and large sized 

companies rarely l iquidate in India owing to a number of 

reasons. The company management, the government, banks and 

f inancial insti tutions, trade unions, suppliers and creditors, and 

other agencies are extremely reluctant to take the decisions or 

ask, for l iquidation. Each party has i ts own reasons for doing so. 

While the management may hesitate to l iquidate due to fear of 

fai lure, the government may not easi ly al low l iquidation due to 

poli t ical and other risks involved. Trade unions would natural ly 

resist the loss of employment of workers. Ceasing operations 

does not mean that f irm is freed from its contractual obl igations 
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to the creditors and suppliers unless, of course, i t is declared 

insolvent or bankrupt. 

Sell ing assets for implementing a l iquidation strategy may also 

be dif f icult as buyers are diff icul t to f ind. Moreover, a f irm cannot 

expect adequate compensation as most assets, being unusable, 

are considered as scrap. Besides the practical dif f icult ies in 

l iquidation, there is also a psychological aspects which cannot 

be overlooked. The prospectus of l iquidation create a bad impact 

on the company’s reputation. For many executives who are 

closely associated with f irms, l iquidation may be traumatic 

experience. Despite the hesitancy on the part of al l  connected 

with a company that intends to l iquidate, and dif f icult ies in the 

process of l iquidation, sometimes a f irm may be forced to 

l iquidate. 

Liquidation strategy may be unpleasant as a strategic al ternative 

but when “dead business is worth more than al ive” I t is good 

proposition. For instance the real estate owned by a f irm may 

fetch i t more money than the actual returns of doing business. 

When l iquidation is evident and abandonment plan is desirable. 

Planned l iquidation would involve a systematic plan to reap the 

maximum benefi ts for the f irm and its shareholders through the 

process of l iquidation. 
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3.4.2 aspects of liquidation:  

Under the Companies Act 1956, l iquidation is termed as winding-

up. The Act def ines winding-up of a company as the process 

whereby its l i fe is ended and i ts property administered for the 

benefits of i ts creditors and members. The Act provides for a 

l iquidator who takes control of the company, collect i ts assets, 

pay its debts, and f inally distributes any surplus among the 

members according to their rights. 

Liquidation or winding-up according to the companies Act 1956 

may be done in three ways: 

1. Compulsory winding-up under the order of court 

2. Voluntary winding-up 

3. Voluntary winding-up under the supervision of  the court 

 

The Act also provides for the dissolution of a company in which it 

ceases to exist as a corporate enti ty for al l  practical  purposes 

and is kept under suspended animation for two years. Thus, 

within a period of two years, the court may order for revival of 

the company. 
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The Companies Act, 1956 under Part VII, Sections 425 to 560, 

deals comprehensively with the di fferent legal aspects of 

l iquidation. 

 

3.5 Combination Strategies: 

Combination strategies are a mixture of stabi l i ty, expansion or 

retrenchment strategies appl ied either simultaneously or 

sequential ly.  

It would be dif f icult to f ind any organization that has survived 

and grown by adopting a single ”pure” strategy. The complexity 

of doing business demands that dif ferent strategies be adopted 

to sui t the situational demands made upon the organization. An 

organization which has been fol lowed a stabil i ty strategy for 

quite some time has to think of expansion. Any organization 

which has been on an expansion path for long has to pause to 

consol idate its businesses. Multibusiness organization as most 

large and medium India companies are now have to fol low 

multiple strategies either sequential ly or simultaneously. 

Consider these cases of companies which have adopted 

multipronged strategies to deal with the complexi t ies of the 

environment they face. 



 11

1. The Tube Investment of India, a Murugappa  group 

company, has created strategic al l iances in i ts three major 

business: tubes, cycles, and strips. In cycles, i t has 

entered into regional outsourcing arrangement with the UP-

based Avon and Hamil ton Cycles in the western region. In 

steel strips, TI has entered into a manufacturing contract 

with Steel Tubes of India, Steel Authori ty of India, and the 

Jindals. 

2. Post-1996 the revival of Peerless General Finance and 

Investment  Company, hinges on the rational izat ion and 

restructuring of i ts several  businesses, l ike hotels, 

housing, hospital , retai l ing and travel,  besides its mainl ine 

business as the country’s largest private sector non-

banking f inancial  insti tution. The idea was to focus on its 

core competence of f inancial  services. It placed emphasis 

on just three or four businesses. Two companies, Peerless 

technologies and peerless shipping were divested. Tie-ups 

with several international companies to leverage the 

uti l ization of i ts huge date base and models on the Indian 

rural sectors was also on the cards. 

3. ITC decided to maintain a corporate portfol io consisting of 

four businesses cigarettes, hotels and tourism, 
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paperboards and packaging and printing. A turnaround 

strategy was adopted for the special i ty paper business. 

Triveni Tissues while the f inancial  services and agri-

business were to be divested. 

4. Pidi l i te Industries, the maker of  Fevicol adhesives, 

contemplated expansion by related diversif ication through 

extentionof i ts product portfol io across three business 

segments: adheives and sealants, construction paints and 

chemicals, and art materials. It divested its special i ty 

chemical business and acquired Seal from the Mahindras. 

5.  The combination grand strategy is fol lowed when an 

organization adopts a mixture of stabil i ty, expansion and 

retrenchment either at the same time in i ts di f ferent 

businesses, or at different t imes in the same business with 

the aim of improving its performance.Any combination 

strategy is the result of a serious attempt on the part of  

strategist to take into account the variety of environment  

and organizational factors that affect the process of 

strategy formulation. Complicated situations generally 

requi re complex si tuations. Combination strategies are the 

complex si tuations that strategists have to offer when 

faced with thr diff icult ies to real l i fe business. 
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6. A Paint company augments i ts offering decorative paints to 

provide a wider variety to i ts customers and expands its 

product range to include industrial and automotive paints, 

Simultaneously, i t decides to close down the division which 

undertakes large-scale painting contract 

jobs(retrenchment). 

 

3.5.1  Why Combination Strategies Adopted: 

1. The organization  is large and faces a complex 

environment. 

2. The organization is composed of dif ferent businesses, each 

of which l ies in a different industry requiring a di f ferent 

response. 

 

4.0 Summary: 

At the corporate level, f irms can pursue various strategic 

alternatives to suit the requirements of the prevail ing business 

environment. When the conditions are not favourable, the f i rms 

come out of the businesses by fol lowing the divestment, or 

l iquidation strategies. In divestment strategy, the f irms sell  off 

the unprof itable businesses so that the resources can be 

gainful ly employed. The f irms remain in businesses, but 
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concentrate on the prof itable ones only. In l iquidation strategy, 

the f irms just sell  off  their assets and come out of business. 

Owing the wide spread effect of a business on the society, 

l iquidation of a f irm is regulated by the laws of the land. Often, 

the f irms may chose a combination strategy, where more than 

two strategies are used simultaneously. 

5.0 Self Assessment Questions:  

1. What is meant by Retrenchment Strategies? 

2. What are the di f ferent type of strategies under these 

corporate level strategies: 

i) Divestment 

i i) Liquidation 

i i i) Combination 

3. Explain the Divestment corporate level strategy? 

4. Why Liquidation Strategies are dif f icult? 

5. What are the dif ferent approaches can be adopted to a 

divestment Strategies? 

6.0Suggested Readings: 

1. Glueck, W F and L R Jauch, Business Policy and strategic 

Management  
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2. Hunger, J D and T L Wheelen, Strategic Management  

3. Harrison J S and C H St John, Strategic management of 

organizations and Stakeholders 

4. Thompson, A A Jr and A J Strickland III, Strategic 

Management – Concepts and Cases. 
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1.0 Introduction: 

Corporate–level strategic analysis treats a corporate enti ty s 

constituting a portfol io of businesses under a corporate umbrel la. 

The analysis focuses on the question of what should a corporate 

entity do regarding the several businesses that are there in i ts 

portfol io. The strategic alternatives here are basically the grand 

strategies of stabil i ty, expansion retrenchment and combination 
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strategies have already been discussed. Corporate portfol io analysis 

techniques which form a major chunk of the analysis done at the 

corporate level.  

2.0 Lesson Objectives: 

This lesson is devoted to corporate portfol io and industry analysis. 

3.0 Presentation of Contents: 

3.1 Corporate Portfolio Analysis: 

Corporate portfol io analysis is a set of techniques that evolved 

during the mid-1960s and soon became a management fad. During 

the 1970’s a tendency to discredit these techniques arose when it 

was realized that the assumptions did not always hold good. 

However, currently i t is accepted that these techniques are useful, 

not as purely prescriptive, but as an important and decisive part of a 

set of cri teria-normative as wel l  as descriptive-that assists 

strategies in exercising a strategic choice. 

 Corporate portfol io analysis could be defined as a set of  techniques 

that help strategists in taking strategic decisions with regard to 

individual products or businesses in a f irm’s portfol io. It is primari ly 

used for competit ive analysis and corporate strategic planning in 

multi-product and multi  business f irms. They may also be used in 
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less diversif ied f irms, i f these consist of a main business and other 

minor complementary interests. The main advantages in adopting a 

portfol io approach in a multi-product, multi-businesses firm is that 

resources could be channelized at the corporate level of those 

businesses that posses the greatest potential. For instance a 

diversif ied company may decide to divert resources from i ts cash-

rich businesses to the more prospective ones which hold the 

promise of a faster growth so that the company can achieve i ts 

corporate level objectives in an optimal manner. 

3.2 Boston Consulting Group Matrix: 

 There are a number of techniques that could be considered as 

corporate portfol io analysis techniques. The most popular is Boston 

Consulting Group (BCG) matrix or product portfol io matrix. 
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The BCG group matrix, such as the one shown in Exhibit provides a 

graphic representation for an organization to examine the different 

businesses in i ts portfol io on the basis of their relat ive market 

shares and industry growth rates. As in the exhibit,  businesses 

could be classif ied on the BCG Matrix as ei ther low or high 

according to their industry growth rate and relative market share. 

The vertical axis denotes the rate of growth in sales in percentage 

for a particular industry. The horizontal axis represents the relative 

market share, which is the ratio of a company’s sales to the sales of 

industry’s largest competitor or market leader. The low and high 

market share are separated by a vertical l ines set at 1.0 This means 

that a company would have a relative market share of less than 1.0 

if  i t  does not have the largest share. A relative market share of more 

than 1.0 would occur for companies that are the largest sellers in 

their various industries. Sti l l  in order to get the maximum benefit out 

of the experience curve, the BCG Matrix indicates that i t is 

necessary to be the market leader. The result of combining the 

industry growth rate and relative market share, each along a high 

and low dimension, is a four-cell  matrix. Each cell  of this matrix has 

been given an interesting and appropriate name by the BCG. 

The four cel ls of the BCG matrix have been termed as stars, cash 

cows, question marks and Dogs. Each of these represents a 
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particular type of businesses. These dif ferent types of businesses, 

with some contemporary examples from the Indian corporate world. 

Stars: 

Stars are high growth high market share businesses, which may or 

may not be self-suff icient in terms of cash f low. This cell  

corresponds closely to the growth phase of the PLC. A company 

general ly pursues an expansion strategy to establish a strong 

competit ive posit ion with regard to a star business. In the current 

Indian context, there are many businesses which could be 

considered as “stars”. 

Cash Cows: 

As the term indicates, cash cows are businesses which generate 

large amounts of cash but their rate of growth is slow. In terms of 

PLC, these are generally mature businesses which are reaping the 

benefits of experience curve. The cash generation exceeds the 

reinvestment that could prof i tably be made into cash cows. These 

businesses can adopt mainly stabil i ty strategies. Where long-term 

prospects are exceptionally bright,  l imited expansion could be 

adopted. The cash cow industries lose their attractiveness and tend 

towards a decline, a phased retrenchment strategy may be feasible. 

The cash generated by cash cows is reinvested in stars and 
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question marks. Companies are well entrenched in an establ ished 

market enjoy the advantages of cash cows. 

Question Marks: 

Businesses with high industry growth but low market share for a 

company are question marks or problem children. They require large 

amount of cash to maintain or gain market share. Question marks 

are usually new products or services which have a good commercial 

potential. The logic of the experience curve dictates that the 

company obtaining an early lead can expect cost advantages and 

market leadership and can successful ly create entry barriers. No 

single set of strategies can be recommended here. If  the company 

feels that i t  can obtain a dominant market share, i t may select 

expansion strategies otherwise retrenchment may be a realistic 

al ternative. Question marks may become stars i f  enough investment 

is made, or they may dogs if  ignored. There are several industries in 

India where many companies f ind themselves holding businesses 

which are question marks. 

Dogs: 

Those businesses, which are related to slow-growth industries and 

where a company has a low relative market share, are termed as 

dogs. They neither generate nor require large amounts of cash. In 
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terms of PLC, the dogs are usually product in late maturity or a 

decline stage. The experience curve for the company shows that i t 

faces cost disadvantages owing to a low market share. The only 

possibi l i ty for the company could be to gain market share at the 

expense of rival f irms, a possibi l i ty that is remote owing to the high 

costs involved. So, retrenchment strategies are normally suggested, 

but government pol icies may prevent retrenchment and the dogs 

may be arti f icial ly sustained, which explains the presence of many 

products in Indian markets which would fade away if  left on their 

own. 

As seen from the above description of the BCG Matrix, i t is clear 

that the major advantage is that i t  offers a faci l i ty for a visual 

examination of the portfol io of the businesses of a company. 

However, there are some l imitations too which arise from the 

assumptions on which the BCG matrix is based. For instance, the 

growth rate of an industry is taken as an indicator of i ts 

attractiveness and its market share for prof itabil i ty. Both these 

assumptions might not always be true. 

Further, there are practical diff icult ies in measuring the respective 

market shares or deciding who the market leaders are. Lastly, most 

cri t ics consider the BCG approach too simpl istic.  With these 
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l imitat ions in view, many other approaches and techniques of 

corporate portfol io analysis have been proposed. 

3.3 Overall Assessment of Corporate portfolio Analysis: 

Corporate portfol io analysis can help companies that are running 

diverse businesses to develop feasible strategic alternatives and to 

al locate resources among them. Other benefits include a more 

perceptive understanding of businesses, which leads to better 

strategic decisions, and the availabil i ty of an interesting vocabulary 

and graphic aids for communication. 

Like al l  analytical techniques, portfol io analysis has i ts drawbacks. 

Problems arise in measuring parameters l ike the actual growth rate 

of a business. There are also organizational and motivational 

problems arising due to the adoption of recommendations emerging 

out of portfol io analysis. Hil l  and Jones point out four major f laws of 

the portfol io techniques. Firstly, an assessment of businesses in 

term of only the two dimensions of market share and industry growth 

can be misleading as a number of other factors need to be taken 

into accounts. Secondly, the relation between relative market share 

and cost saving is not directly proportional: companies with a low 

market share and which are focused on a market niche could have a 

low operations cost. Thirdly, a high market share in low-growth 

industry dose not necessari ly result in a large cash f low. Lastly, 
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none of the portfol io techniques treat the source of value creation 

from diversif ication strategies. SBUs just cannot be treated as 

independent uni ts as they are l inked to the corporate headquarters, 

and share ski l ls and competencies. Real value may be derived from 

managing a diversif ied portfol io of businesses successful ly rather 

than just putting together the right portfol io businesses. 

No organized evidence is available regarding the use and 

application of portfol io analysis techniques among Indian 

organizations. Research studies on corporate planning in Indian 

companies, though dealing with several issues, fai l  to take 

cognizance of the use of portfol io models do provide a powerful 

analytical tool and could be appropriately adapted to sui t the Indian 

context. For instance, companies could take into account the 

governmental priorit ies and rate different businesses in their 

portfol io along the priority dimension. Whenever the businesses rate 

high in terms of governmental priorit ies, they may be considered 

high potential businesses and vice-versa. The priori ty dimension 

may be used along with the other dimensions of product market 

evolution or competit ive posit ion. However what is being suggested 

l ies in the realm of conjecture, and empirical evidence is needed 

f irst to establish the suitabil i ty of the portfol io models in the Indian 

context.  
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3.4 Industrial Analysis: 

An Industry is def ined as a group of companies offering products or 

services that are close substitutes of each other. The close 

substitutes are those products or services that satisfy the same 

basic customer needs. For example, tea is a close substitute of 

coffee as it is considered a healthier al ternatives with a lower 

caffeine content, and its antioxidant properties help the body to 

develop resistance to cancer and heart disease. Any analysis of the 

tea or coffee industry would have to consider the other stimulant as 

a close substitute. 

    Michael E Porter has made an immense contribut ion to the 

development of the ideas of industry and competitor analysis, and 

their relevance to the formulation of competit ive strategies. He 

advocates that a structural analysis of industries be made so that a 

f irm is in a better posit ion to identify i ts strengths and weaknesses.  

A model consisting of f ive competit ive forces has been proposed- 

threat of new entrants, rivalry among competi tors, bargaining power 

of suppliers, bargaining power of buyers and threat of substitute 

products- that determine the intensity of industry competit ion and 

prof itabi l i ty.    

3.4.1 Porters Five –Forces Model of competition in an Industry :    
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Micheal E Porter has given the famous f ive-force model to explain 

the competi t ion. These forces determine the intrinsic long-run prof it 

attractiveness of a market or a market segment. These forces are 

shown in the above model. 

Threat of new entrants: 

Any industry that is perceived as being prof i table tends to attract 

new entrants. These new entrants are the f irms that are interested 

in investing in the industry to share the growth prospectus. Such 
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their own market share to the new entrants. Either way, new 

entrants cause a comparatively lesser sales volume and revenue, 

and lower the returns for al l  the f irms in the industry. 

The chances that new entrants wil l  enter into an industry depend on 

two factors- the entry barriers to an industry, and the expected 

retal iation from existing f irms. Of these entry barriers are signif icant 

demotivators for new entrants. The concept of entry barriers implies 

that there are substantial costs involved in entering into a new 

industry. The higher the entry barriers in an industry the less l ikely 

are new entrants to enter that industry. So, higher entry barriers 

serve to keep out potential entrants away from an industry. 

The entry barriers may arise as a consequence of several factors 

such as those given below: 

i) Economics of scale in production and sale of products 

leading to lower costs for existing f irms. 

i i) Capital requirements being very high may prevent new 

entrants from making investments. 

i i i ) Switching costs from the existing products or services to a 

new one may discourage customers from making new 

commitments owing to the costs incurred in buying new 

ancil lary equipment, retraining employees or establishing 

new networks of relationship. 
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iv) Product dif ferentiation by existing f irms based on the 

distinctiveness perceived by the customers through 

effective advertising, reputation as a service provider the 

brand loyalty of customer towards existing f i rms or some 

other such factor. 

Besides the entry barriers the expected retal iation towards the new 

entrants from the existing f irms may be a potential  treat to entry. 

Any potential  entrants to an industry would have to predict the l ikely 

moves that the existing f irms could make. 

Rivalry among Competitors: 

Competi t ion is normally a game in which one player loses at the 

expense of the other. A move on the part of a player may cause 

other players to make countermoves, or init iate efforts to protect 

themselves from the danger posed by the ini t ial move. In this 

manner, f irms with in an industry are mutually dependent. The 

si tuation in an industry keeps changing with the actions and 

reactions of the constituent f irms. The desire to be the market 

leader or to corner a larger market share leads to rivalry among 

competitors. The extent of the rivalry among competitors in an 

industry affects the competi t ion with in that industry. When the 

rivalry is weak, there is l ikely to be lesser competit ion; when the 

rivalry is high the level of competit ion is higher. This has 



 14

implications for existing f irms as well  as those f irms contemplating 

an entry into the industry. 

  The dimensions of such rivalry among competi tors are several.  

Some of the major ones are described below: 

i) Competi t ive structure refers to the number of competitors, 

their size and their diversi ty. Dif ferent types of competit ive 

structures have dif ferent implications for the existing f irms 

and for the new entrants. Structures vary from being 

fragmented to consolidated. A fragmented structure mean 

that there are a large number of small or medium sized 

companies, none of them in a posi t ion to dominate the 

industry.  

i i ) Demand Conditions refer to the nature of the customer 

demand existing in an industry. A high demand or a growing 

demand tends to moderate competit ion as each f irm has 

enough for i tself  and need not grab i t  from others. Stagnant 

demand may lead to competit ive strategies designed to 

snatch the market share from others. Decl ining demand 

may cause companies to maintain the market share, 

Existing f irms or new entrants need to consider the demand 

conditions in the industry for the purpose of formulating 

business strategies. 
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Bargaining Power of buyers: 

The bargaining power of buyers of f irms in an industry constitutes 

the abil i ty of the buyers, individually or col lect ively, to force a 

reduction in the prices of products or services , demand a higher 

quality or better service, or to seek more value for their 

purchases in any way. A high buyer bargaining power constitutes 

a negative feature for existing f i rms or new entrants of an 

industry. A low buyer bargaining power enables a f irm to pass on 

cost increases to buyers or to make the buyers accept a lower 

quality of product and service at a higher price. 

The bargaining power of buyers is high under these conditions: 

i) When the buyer are few in number 

i i) When the buyers place large orders. 

i i i ) When alternative suppliers are present and are wil l ing to 

supply at a lower price or on favourable sel l ing conditions 

iv) When the switching costs of buyers from one supplier to 

other is low. 

v) When the buyer i tself  charges a low price for i ts products 

and sensitive to price increase 

vi) When the purchased product constitutes a high percentage 

of buyers costs making it look around for lower-priced 

suppl ies 
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vi i) When the buyer i tself  has the abil i ty to integrate backwards 

and create its own captive supply source. 

Bargaining power of Suppliers: 

Like the bargaining power of buyers suppliers to f i rm in an 

industry too have a level of bargaining power. The bargaining 

power of suppliers constitutes their abil i ty, individually or 

collectively, to force an increase in the price of the products and 

services or make the buyer accept a lower quality of product or 

level of services. A high suppl ier bargaining power constitutes a 

negative feature for existing f i rms or new entrants of an industry. 

A low supplier bargaining power enables a f irm to negotiate price 

increases in i ts favour or to make the suppliers offer high quali ty 

of inputs at a lower price. 

The bargaining power of suppliers is high under these conditions: 

i) When the suppliers are few and the buyers are many 

i i) When the products or services are unique and not 

commonly available 

i i i ) When the substi tutes of the products or services supplied 

are not freely avai lable 

iv) When the switching costs of a supplier is not crit ical ly 

dependent on the products or services supplied 
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v) When the buyer buys in small quantit ies and therefore is 

not important to the supplier 

vi) When the supplier have the abi l i ty to integrate forward and 

use their own supplies for production of the end product or 

service. 

Threats of Substitute products: 

Substitute products or services are those that apparently are 

di f ferent but satisfy the same set customer needs. We referred to 

the example of tea and coffee as substitute products. We could 

also include aerated drinks as another form of substitute in the 

category of products serving the customer’s needs for drinks. 

Other examples could be alternative modes of transportation, 

postal , fax and courier services. The platform for substitutabil i ty 

in every case is serving the customer’s need. 

The availabil i ty of close substitutes constitutes negative 

competit ive forces in an industry. In other words, those industries 

which have no close substi tutes are more attractive than those 

that have one or more of such substitutes. Obviously f irms in an 

industry having no close substitutes can charge a higher price 

and earn higher returns. For industries where close substitutes 

are available the level of price chargeable is restricted by the 

price of substitute available. Thus f irm have to formulate their 
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business strategies keeping in view the intensity of the 

competit ive forces arising out of the presence or absence of the 

threat of substitutes. 

4.0 Summary: 

Corporate portfol io analysis is an important tool for analyzing the 

competit ive situation of an industry and helps the f irms to 

formulate the appropriate response strategies. The popular BCG 

matrix has been a pioneer attempt to classify the business on the 

basis of their growth rate and market share. The businesses that 

l ie in the high growth high market share segment need to be 

sustained, while the f irms need to come out the ones where they 

have a low market share and the growth rate is also low. Porter’s 

model of competit ion is also a useful  tool to analyse the forces 

that determine the competit ion in an industry.  Understand the 

nature and power of these forces ca help the managers to 

formulate the appropriate competit ive strategy that f i ts into the 

si tuation.  

5.0 Self Assessment Questions: 

1. Explain the strategic impl icat ions of each of the fol lowing 

types of business in a corporate portfol io: 

i) Stars 
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i i ) Question marks 

i i i ) Cash cows 

iv) Dogs 

2. What are the f ive forces affect the industry structure? 

3. What do you mean by Corporate Portfol io Analysis? 

4. Give brief explanation on Industrial Analysis? 

5. What steps wil l  require for overal l  corporate portfol io 

Analysis? 

6.0 Suggested Readings: 

1. Glueck, W F and L R Jauch, Business POLICY AND Strategic 

Management  

2. Campbell, A,M Goold and M Alexender ,  Corporate Level 

Strategy: Creating value in the multibusiness Company 

3. Porter, M E Competit ive Strategy- Techniques for Analyzing 

Industries and Competitors 

4. Mil ler A and G G D ess, Strategic Management  
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competes directly. Competitor analysis, therefore, deals with the 

actions and reactions of individual f irms within an industry or 

strategic group. I t  becomes special ly important in the case of 

ol igopolistic industries where there are a few powerful  competitors 

and each needs to keep track of the strategic moves of the others. 

Porter has observed that the purpose of conducting a competitor 

analysis is to determine each competitor’s probable reaction to the 

industry and environmental changes, anticipate the response of 

each competitor to the l ikely strategic moves by the other f irm, and 

develop a prof i le of the nature and success of the possible strategic 

changes each competitor might undertake. 

2.0  Lesson Objectives: 

This chapter explains competitor analysis and the subjective factors 

underlying the strategic choice. 

3.0 Presentation of Contents: 

3.1 Components of Competitor Analysis: 

A competitor response prof i le can be buil t on the basis of  the four 

components of competitor analysis. These four components are: 

future goals of competi tor, i ts current strategy, the key assumptions 

that the competitors makes about i tself  and about the industry, and 
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i ts capabil i t ies in terms of strengths and weaknesses. We brief ly 

describe each of these components here in terms of  the questions 

that need to be posed to describe them. 

 (i) Future goals of competitor deals with questions such as 

these: 

How do our goals compare to our competi tor’s goal? Where wil l  

emphasis be Placed in the future? What is the atti tude towards risk? 

(ii)  Current strategy of competitor deals with questions such 

as these: 

How are we currently competing? Does this strategy support 

changes in the competit ion structure? 

(iii) Key assumption made by the competitor deal with 

questions such as these: 

 Do we assume that the future wi l l  be volati le? Are we operating 

under a status quo? What assumptions do our competitors hold 

about the industry and about themselves? 

(iv) Capabilities of competitor deal with questions such as 

these: 
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What are our strengths and weaknesses? How do we rate compared 

to our competitors? 

Based on a through analysis of these components, a response 

prof i le can be prepared for each competitor that can help predict 

their l ikely strategic moves which can be either of an offensive or 

defensive type. The response prof i le could be based on a f i rm 

posing questions such as these to i tsel f : What wil l  our competitors 

do in the future? Where do we hold an advantage over our 

competitors? And how wil l  this change our relationship with our 

competitors? The information collected in the response prof i le is a 

vi tal input for the purpose of business strategy formulation by any 

organization. 

It must be noted that the approach outl ined above is highly 

structured and systematic one and can be used prof itably where 

competit ion is an important consideration in strategic choice. In 

India, competit ion is not new to industry but i t has been particularly 

pronounced after the successive l iberal isat ion measures taken by 

the government after 1984, and particularly after 1991. Supply has 

exceeded demand in industries and companies have overhauled 

their marketing strategies to be able to compete well in the market. 

The case of two wheeler and four-wheeler industries are i l lustrations 

of the changing scenario of competit iveness. Waiting l ists for 
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scooters and cars were a common phenomenon a few years ago but 

now these days market have become very highly competit ive. 

Another case is of the FMCG industry in general, where 

competit iveness in several sub sectors such as soaps and 

detergents, cosmetics bakery and confectionery products, and 

others has increased by leaps and bounds. It is in such a scenario 

that competitor analysis become relevant. 

Refer back to Porter’s f ive forces analysis of the Indian paints 

industry and note that the level of competit ion has increased. 

Looking to the moves and countermoves of the top two companies it  

is observed that Asian Paints dominated the decorative paints 

segment of the paints industry in India with a market share of 40 

percent. Goodlass Nerolac was the market leader in the industrial  

paints segment with a 45 percent market share. Generally the 

companies in the Indian paints industry were attempting to create a 

balance among the two segments so that they did not face the 

extreme demand fluctuations of either of the two segments. 

Goodlass Nerolac’s change of  business strategy by refocusing on 

the decorative paints segment in order to take advantage of i ts 

brand value can be seen in this context. This move constituted a 

competit ive threat to others, special ly Asian Paints among the two, 

Asian paints was stronger in terms of  cost reduction, marketing and 

distribution infrastructure, and global reach. 
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There is very less information available regarding the means 

adopted by companies to keep track of their competitors. But many 

executives and industrial ists admit that they do rely on their 

marketing intel l igence system to collect information regarding the 

probable strategic moves of their competitors. 

Competi tor analysis is important because competit ive forces shape 

the strategies adopted by rivals and because these strategic of rival 

f irms, in turn, shape the competi t ive forces. I t is useful for a f irm if  it 

takes the results of competitor analysis into account whi le 

exercising a strategic choice. Competit ive Analysis aims at 

developing insightful answers to seven question:  

1. What are the Industrial dominant economic features? 

2. What is competi t ive l ike and how strong are each of the 

competit ive forces? 

3. What is causing the industry’s competit ive structure and 

business environment to change? 

4. Which companies are in the strongest posit ions? 

5. What strategic moves are rivals l ikely to make next? 

6. What are the key factors for competit ive success? 

7. Is the industry attractive and what are the prospects for above 

average prof i tabil i ty? 

3.2 Subjective Factors  In Strategic Choice: 
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It is widely accepted that the strategic decision-making is a complex 

activi ty. None was set of factors can be sufficient for exercising a 

strategic choice. How strategists actually make a choice among 

several alternatives strategies has been a subject of considerable 

interest to researchers in management in general and business 

policy, in particular. We are special ly concerned about the 

subjective factors in strategic choice. Subjective factors are 

essential ly intuit ive and descriptive in nature. Not many cut and 

dried analytical models can be used. But this does not mean that the 

subjective factors are irrational or non-analytical. Rather, they 

attempt to consider many of the issues that cannot and probably 

should not, be dealt with in the application of analytical models. 

We identify six types of Subjective factors that are discussed further 

in this section: 

  Considerations for governmental  policies 

  Perception of CSFs and distinctive competencies  

  Commitment to past strategic actions 

  Strategist’s decision styles and atti tude to risk 

  Internal poli t ical  consideration 

  Timing and competi tor considerations 
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3.3 Considerations for governmental Policies: 

A signif icant feature of the Indian economy is that despite a series 

of l iberal ization measures init iated since 1991, i t sti l l  remains 

central ly planned and regulated. State intervention in business is 

very evident. Strategists with in organizations are aware of the 

crucial role that the government plays insetting down policies and 

priorit ies. In fact,  in several  cases government policies are the 

deciding factor : a shif t in policies can have a signif icant impact on 

the future prospectus of companies. Strategic alternatives 

considered by companies have to be seen in the context of 

governmental policies. Expansion, retrenchment, or l iquidation types 

of corporate strategies can only be feasible i f  governmental policies 

act as a major subjective factor in screening al ternatives. 

Multinational companies in India, such as HLL and ITC l td, 

acknowledge that the strategic choices made by them have been 

dictated by “national industrial and economic policies formulated by 

Government”.  Change in government either at central or state 

levels, is of much signif icant to industrial ists as they are concerned 

about the shif t in policies and priorit ies, and l ikely impact this would 

have on business. Annual reports by chairmen of companies 

invariably devote a lot of attention to the government’s policies and 

their impact on dif ferent industries and businesses. In this manner, 
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i t  can be seen that consideration to governmental pol icies and 

priorit ies is one of the most important subjective factor that 

strategists take into account while exercising a strategic choice.  

3.4 Perception of CSFs and Distinctive Competencies: 

CSFs and distinctive competencies are important issues in 

environmental and organizational appraisal. How these are 

perceived by strategists make them important subjective factors in 

strategic choice. While considering several strategic alternatives, 

strategists could be guided by the distinctive competencies that the 

organization possesses, and the CSFs that ensure success in an 

industry. The important thing is to focus on the extent of match that 

exists between the competencies and the CSFs When f irms choose 

from among strategic al ternatives, i t makes them enter certain 

industries. These industries have their own CSFs respectively. If  i ts 

distinctive competence can lead an organizat ion to build i ts strategy 

around the CSFs then success is more l ikely. For instance, i f  the 

CSFs in a particular industry are : low-cost production, ensured raw 

materials supply, and the quality of the after-sales service, then an 

organization can evaluate itself  on these bases and  conclude 

whether i t possesses signif icant strengths in these areas or not.  If  i t 

does the alternatives of entering that industry is open, otherwise it  

should consider other alternatives. In this way, strategic choice can 
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be guided by the perceptions that strategists have with regard to the 

match that exists between the CSFs and distinctive competencies. 

3.5 Commitment to Past Strategic Actions: 

It is rare that an organization completely breaks away from its past 

strategies and embarks upon a total ly new course of action. 

Experience shows that they move in an incremental fashion. Called 

upon to exercise a strategic choice, strategists are more l ikely to 

start from where the organization is , and the way that i t had 

adopted to reach where it was. In this way, the strategic choice is 

more l ikely to be for those alternatives which arise out of past 

strategic actions. 

There is another practical  reason why past strategic actions involve 

not only the formulation of particular strategies but also commitment 

in terms of  resources and personnel. Having made a serious 

commitment, i t  is di ff icult to move to areas where existing resources 

and personnel become redundant. Therefore, strategists tend to 

el iminate the strategic alternatives that lead an organization too far 

away from its exist ing posi t ion. Only under pressing circumstances 

and an imminent threat from the environment does an organization 

move or is forced to move away from i ts existing posit ion. This gives 

rise to another subjective factor in strategic choice, that is decision 

styles and atti tude to risk. 
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3.6 Strategist’s Decision Style and Attitude to risk: 

The decision style adopted by strategists, particularly the CEO, and 

their att i tude to risk is a determining subjective factor in strategic 

choice. It is of much interest to note that, given the same set of 

environment factors and identical  organizational factors, two 

organizations may fol low di f ferent strategic paths. One may act in 

an aggressive manner and adopt a proactive stance with regard to 

strategy formulation, while the other may act defensively and react 

to changes. The crucial variable responsible for the dif ference 

between the two approaches is the decision style and atti tude to risk 

of the respective strategies. 

There are several examples to show how individuals have had a far-

reaching impact on strategic choice. Over the years, there have 

been industrial ists, l ike Dhirubhai Ambani and his sons of  the 

Reliance Group, Vijay Mallya of the UB Group who have adopted an 

aggressive posture and formulated expansion strategies. There are 

others who have acted conservatively and have not done well . A 

typical example of  such a case is of the erstwhile successful, but 

now stagnant, business group of the Sarabhais. But risk aversion 

may not necessari ly be detrimental to strategic interests. 
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Internal Political Considerations: 

By internal considerations is meant the strategists interrelationship 

and power structure and balance. When strategy formulation is 

viewed as a poli t ical process strategists are viewed as a coalit ion of 

interests. A dominant CEO is able to affect strategic choice 

decisively. Where the CEO is perceived as weak or invites 

participation, interest groups or cl iques emerge which affect the 

strategic choice process and try to make the process work in their 

favour. I t should be noted however that pol i t ics and the use of 

power are not necessari ly bad. “Polit ical  behaviour in organizations 

is perfectly natural legit imate. Polit ics and power are neither good or 

bad. They are neutral . The main issue for the CEO is to see that 

they do not adversely affect the process of negotiat ions and support 

conditions that are necessary for strategic choice as such a choice 

determines where the resources of an organization wil l  be al located. 

Timing and Competitor Considerations: 

The t ime element and competi tor considerations are another set of 

important subject ive factors that inf luence strategic choice. Timing 

answers the fol lowing questions: When to exercise a strategic 

choice? When a particular strategic choice is to be made? For what 

t ime period is strategic choice to be made? A strategic choice has to 

be exercised when the strategists are suff iciently satisf ied that al l  
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possible al ternatives have been considered and the environmental 

analysis and diagnosis indicates that no other feasible alternatives 

are l ikely to emerge in the near future. A particular strategic choice 

say of related diversif ication could be made when no other 

al ternatives is as attractive and the required strategic choice for 

instance stabil i ty strategy is for the short or long run. Short run 

strategic choice should be seen as a stop- gap arrangement before 

the organization moves on to a move permanent long-run strategy. 

 Competi tor actions are also to be considered in strategic choice. 

We referred to this point in dealing with competitor analysis earl ier 

in this chapter. If  i t  is expected that a particular strategy would el icit 

an aggressive response, then it should only be chosen if  the 

company is in a posi t ion to counteract. The timing of competitor 

action is also signif icant. 

The leasing industry offers a good i l lustration of  t iming and 

competitor considerations in strategic choice. Welcomed with great 

enthusiasms, i t attracted so many industrial ists and businessmen, 

and banking and f inancial insti tutions that the provision of services 

exceeded the demand. The industry soon became highly 

competit ive. Given this scenario, many successful companies had to 

diversify their operations. For examples, Apple Leasing and 

Industries l td had diversi f ied from leasing to computers and 
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computer education. But i t had f i rmly kept i ts major stake in leasing 

as according to law, i t could have borrowed upto 10 times its net 

worth and pay l i tt le tax because of the high depreciation rates 

al lowed. Obviously, the timing was not ripe for major strategic shif ts. 

An al ternatives was to have subsidiary to look after the hire 

purchase business and leave 50 percent to leasing and the balance 

42 percent to computer related act ivit ies. There was the option to 

retrench the computer business internal ly but that would have left 

the company with lesser prof its and investors attract iveness so 

necessary to maintain the sources of f inance. Again, internal 

retrenchment strategies were not considered to be timely. Then 

there was the question of formidable competit ion in leasing as well 

as computer related activi t ies. The result was that i t started 

consolidation of activit ies and planned to enter the publ icat ion of 

computer related books.  

4.0  Summary: 

Analysing the competitors is an important function of al l  the 

strategies. The careful  watch on the competitor moves can help a 

f irm in offsetting the possible situat ions where it is caught unaware 

and it loses the market share. Several techniques have been 

developed for the competitor analysis. The choice of a strategic 

al ternative is not always a mathematical calculation, but i t is al;so 
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inf luenced by several subjective factors, such as the government 

policies, perception of the top management and commitment to the 

past action. The decision making style of a strategist is also an 

important factor that can inf luence the choice of a particular 

strategy.  

5.0 Self Assessment Questions: 

1. What is the purpose of doing a competitor analysis? 

2. Give two i l lustrat ions to show how government priori t ies can 

signif icantly affect the strategic choice made by Indian 

companies? 

3. In what way can timing and competitor reaction be crucial for a 

strategic choice? 

4. Why does the need for developing competi tor strategies? 

5. Exemplify how commitment to past strategic actions may 

restrict the strategic choice for a f irm? 

6.0 Suggested Readings: 

1. Zahra, Shaker A., and Sherry S.Chaples.” Blind Spots in 

Competi t ive analysis” 

2. Linneman Robert E., and Harold Eklein. “ Using Scenarios in 

Strategic Decision making” 



 16

3. Glueck, W F and L R Jauch, Business POLICY AND Strategic 

Management  

4. Campbell, A,M Goold and M Alexender , Corporate Level 

Strategy: Creating    value in the multibusiness Company 

5. Porter, M E Competit ive Strategy- Techniques for Analyzing 

Industries and Competitors 

  


